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INTRODUCTION TO 
THE ENGLISH EDITION 


The manuscript of this book was almost completed before 
the surrender of German^, It was delivered to the American 
publishers soon after that event. The author received his galley 
proofs just m time to make any corrections necessitated by the 
victory of the Labour Party m the General Election of 1945. 
Page proofs were returned to the printer the day after the sur- 
render of Japan. After the book had gone to press in the United 
States President Truman ordered the cessation of Lend-Lease, 
and the Anglo-American financial and commercial agreement 
was negotiated. This and the Bretton Woods Agreement have 
been ratified by Parliament. Both nations have begun the diffi- 
cult task of remolding their economies for peace. 

This IS a time in which critical events overtake us with 
bewildering speed If it were necessary, with every new 
development, to make drastic changes in analysis of the 
problems here examined, the author would have to write not 
a book but a weekly journal or a daily newspaper^ Review 
of these pages on each of the occasions'" when opportunity to 
correct them has arisen has not, however, indicated a need for 
substantial modification. The problems remain; the possible 
modes of attacking them are not basically altered; and the 
significance of the choices of pohcy which have been or may 
be made is no different in 1946 than it appeared in 1945. The 
publisher and the author therefore have decided that the 
present edition should contain the same text originally published 
in the United States, and that the bearing of subsequent events 
should be briefly discussed in this Introduction. 

The sudden termination of Lend-Lease by order of the 
President immediately after the surrender of Japan not only 
shocked British opinion but took Americans by surprise. There 
had been no popular demand for this action. While it was 
understood that Lend-Lease was an arrangement for the dura- 
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tion of hostilities and could not continue indefinitely, there was 
no legal necessity for ending it before the war was regarded as 
having come to a close for other purposes Congress had not by 
resolution declared that the war was ov^r, an action which 
would automatically bring into effect, after predetermined 
periods, the expiration of numerous other emergency measures. 
The powers of the executive were not altered, and such changes 
as were made in domestic controls were purely a matter of 
Presidential discretion. 

The reasons for Mr. Truman’s decision in this instance have 
not officially been made public. Less damage to Anglo- 
American friendship would have been occasipned if the action 
had been preceded by consultation between the parties leading 
to at least general understanding concerning the nature of a 
substitute, and if the termination had resulted from an agree- 
ment instead of being unilateral. The mistake, however, was 
one more of manners than of substance. In the end the same 
difficulties would have had to be adjusted, and mutually agree- 
able plans for the future would have had to be made. Postpone- 
ment of the issue for a few months would have obviated 
irritation and discomfort, but could not have altered the future 
of the Bril^h people. 

Near the beginning of Chapter III the author wrote not 
only that Britain would be reluctant to borrow from the United 
States but riiat a gift to bridge oven the unfavorable balance of 
payments until exports could be sufficiently increased would be 
unwelcome to the British people. This judgment seems to be 
contradicted by the ct that the Britisfi financial mission asked 
fot a grant without4nterest In essence, however, the author 
^1 believes that his statement was triie It was eml^rrassing 
to make tibds request and to suffer the indignity of its refill. 
The mere fact of financial dqiendency on an Ally was and 
m irksome^ The virtue of Lend-Lease was that it had been 
Conceived in temas of mutual advantage and had matched the 
fteato: sacrifice of the British a^nst the greater physical 
raotrcc^ of the United States. The failure of the American 
anffiorifies to recognize the continued pertinence of these 
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considerations for a period after military victory had been won 
is a failure not of generosity but of imagination. It was only 
partially redeemed by the decision to cancel the unbalanced 
Lend-Lease ‘‘debt”, already incurred. 

The financial agreement, though reluctantly ratified by 
Parliament, has not at this writing been accepted by Congress. 
If It should be rejected the whole issue would be reopened. 
Possibly some substitute arrangement could be devised, though 
the chances would se^m to be that Britain would be compelled 
to try a course advocated by those who oppose multilateral 
trade. If Congress should ratify the agreement the question 
remains whether Britain would benefit. 

If one concentrates on the substance of the agreement rather 
than on the woiris employed, the t^rms are less onerous than 
they might appear without careful study of their detailed 
provisions There is no fixed loan, but a line of credit which 
may be used as the occasion arises. Neither interest nor pay- 
ments of principal are to be, duo until the end of 1951. Both 
together are annually to amount to slightly more than 3*18 per 
cent of the borrowings outstanding on that date Interest 
payments are to be waived in any year if for the preceding five 
years the average income of the United Kingdom from exports 
both visible and invisible is less than the average for 1936-38, 
changes in the price level being accounted for. 

This proviso will in effijct make the credit a loan without 
interest unless and until, for a period of five years, British real 
income from abroad reaches the pre-war level. It should be 
specially noted that incomes from foreign investment, shipping 
services, and the like are regarded as invisible exports, and there- 
fore no interest will be due unless Britain makes full recovery 
from the war inroads on these sources of income. This would 
imply an increase of 75 per cent or more in the value of 
commodity exports above 1936-38. Once Britain had hit this 
foreign trade target payment of interest on borrowings up to 
$3,750 million at 2 per «cent, or a maximum of $75 million 
annually, ought not to be too heavy a burden. If Britaiir does 
not achieve this goal her difficulties will arise from the lack of 
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sufficient exports rather than from the fact that she was obliged 
to borrow money to help her over the transition period. The 
basic problem remains the same as if it had never been necessary 
to negotiate a loan. 

The bearing of the financial agreement on Britain’s ability 
sufficiently to enlarge exports is the chief consideration. In 
general it seeks to pledge both nations to a multilateral system 
rather than allowing either to use measures regarded in the 
United States as ‘‘discriminatory”. The issues involved in this 
choice are those discussed in the present volume. 

Even in this respect the agreement permits a good deal of 
flexibility, emphasizing not so much specific means as the 
ultimate goal. Let us examine, for instance, what it stipulates 
regarding the rationing of dollar exchange withiit the sterling 
area. This is to be abandoned one year after the effective date 
of the agreement unless a later date is made necessary by 
exceptional events. The end of exchange rationing, however, 
applies only to receipts from current transactions and not to 
dollar exchange already impounded. Even without this agree- 
ment it is questioi^able how long, in times of peace, the sterling 
area countries would be willing to sanction the pooling of dollar 
exchange in the interest of Great Britain. Exchange controls, 
though permitted, afe not to be applied in such a way as to 
interfere with the payment for current transactions. But this 
does not mean that Britain may not limit her imports. She 
may do so provided the restriction does not discriminate 
against imports from the United States. It is not to be regarded 
as discrimination if Britain uses incoijivertible currencies for 
needed imports, or if Britain places orders to relieve a country 
\^pse economy has been disrupted by war. 

^ There is a further proviso which is still more important. The 
rationing of dollar exchange during the war was prompted by 
die fact that there were not enough dollars available for the 
coimtries which wished to spend them. The same necessity 
might arise in peacetime if the Unit^ed States should develop 
an excess of exports over imports, without extending sufficient 
forri^ loans or investments/ so that dollars became scarce. 
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This was the situation in the depression of the thirties. The 
“scarce-currency clause’’ of the Bretton Woods agreement 
permits the pooling and rationing of dollars (or any other 
currency) under such circumstances The Anglo-American 
financial agreement makes specific exceptions in the applica- 
tion of any of its clauses which might conflict with such action 
on the part of the International Monetary Fund Therefore 
something very like the dollar pool of the sterling area may be 
restored by international agreement at any time when it may 
be necessary. 

The disposition of sterling balances accumulated in Britain 
during the war (or subsequently for military purposes) is to be 
settled by agreement between Britain and each of the countries 
concerned Proceeds of the line of credit from the United 
States are not to be used to repay them. This condition is 
certainly to the advantage of Britain, since she needs the dollars 
for current imports. It is proposed to seek the downward 
adjustment of the sterling debts as a contribution to postwar 
settlement. That is desirable not only for Britain but for the 
general welfare. The remainder will be partly released for 
immediate use and partly released in future annual instalments. 
The whole operation will thus be the equivalent of funding the 
sterling debts. Whatever sterling is released will be available 
for purchases not only in the sterling area but anywhere This 
means that the creditor nations need not buy exclusively in 
Britain to collect what is due them, but may buy in the United 
States or elsewhere as well. 

The individual British exporter may regard this freeing of 
blocked sterling exchange as unfair to him. He may see an 
order which he might have had going to an American competi- 
tor. If so, however, something else will happen that he does not 
see. The purchaser will have to exchange his sterling for 
dollars in order to buy in the dollar area. That means that 
someone else must exchange dollars for sterling. The sterling 
will not disappear; somebody will have it, and it will have to 
be used, if it is used at all, for purchases from the sterling area 
The debt cannot ultimately be discharged without equivalent 
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exports from Britain The national interest of Britain would 
gain if it could, since exports to pay debts buy no new imports 
in return. But actually it is a matter of indifference to the 
national economy whether the debt is paid directly by exports 
from Britaiti to creditor nations or in a roundabout way by 
exports from Britain to someone from whom the creditor 
nations buy. The provision is not one for permitting American 
exporters to share m trade which might have been exclusively 
British, but is intended to permit both to gain from the supposed 
benefits of multilateral trade 

In a joint statement accompanying the financial agreement 
the United Kingdom expresses its support of the important 
points in proposals by the United States to be submitted to an 
international trade conference. These proposals are intended 
to set the course of policy for the longer future. While in general 
they are aimed at removing restrictions, they are far from being 
a complete endorsement of laissez faire. 

The first proposal is that each participating nation should 
undertake to maintain full employment within its own borders, 
and should do so by measures which do not increase unemploy- 
ment in other countries or interfere with the expansion of inter- 
national commerce. Achievement of this aim is recognized as 
a '‘necessary condition’’ of an enlarged volume of trade. While 
there can be no guarantee that any nation will fulfill such a 
pledge^ acknowledgement of the principle, especially by the 
United States, is not without significance. Full employment 
m the United States would necessitate a real national income 
at least 50 per cent above prewar levels, and imports by the 
United States have in the past varied almost exactly as the 
nptjdonal income. In view of the overwhelming importance to 
world trade of purchases by the United States success in this 
undertaking would render Britain’s task easier. 

It is also proposed to form an International Trade Organiza- 
don, members of which would engage to reduce tariffs and 
preferences, diminate quantitative trade restrictions, abolish 
^port sulkies, and curb resixictive practi(^,qf international 
partes. I^e effect of Imperial Preference 03I iSritish trade is 
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discussed in the body of this book The evidence seems to show 
that its abandonment would not injure exports from Britain 
in an active world market, while reciprocal tariff reductions by 
the United States would help to expand those exports. The 
provisions regarding removal of quantitative trade festrictions, 
subsidies, and exchange control are full of exceptions which 
would allow these devices to be applied where necessary m the 
transitional period, or for special emergencies, or when required 
to maintain an international balance of payments. In other 
words, if general trade expansion should not be achieved, pro- 
tective measures which Britain might favor in such circumstances 
would be sanctioned. State trading is expressly permitted, on 
condition that purchases and sales be non-discrimmatory, their 
allocation among sellers or buyers being influenced solely by 
commercial considerations. International commodity agree* 
ments are also permitted under principles which would protect 
the consumers and would first of all attempt to reduce unsale- 
able surpluses by reductions in price 

Britain is bound to these proposals only to the extent that 
they may be adopted, after possible modification, by the inter- 
national trade conference. She is pledged to work toward the 
goal of multilateral trade so long as multilateralism leads to 
expansion of the world economy, but is not required to eschew 
safeguards in case it does not do so. Thus, she is prevented only 
from setting out at once on the project of building a limited 
trading area which might be insulated from American depres- 
sion or competition before waiting to see whether multi- 
lateralism succeeds. 

Finally the tendency of economic events in the United 
States since the victory over Japan should be briefly outlined. 

The fear commonly expressed in Britain that, because of 
its immense increase in productive capacity, fte American 
economy would seek to relieve domestic unemployment by 
maintaining a large export surplus through loans or subsidies 
is far from being realized. Though technical reconversion has 
been rapid, production of civilian goods pf all kinds lags far 
behind the dcinand. The growth of production'' has bean 
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delayed by strikes and the necessity of making a complicated 
readjustment of wages and prices Numerous industries have 
also suffered from labor shortages, fn spite of these difficulties 
the index of the physical volume of industrial production was 
in December, 1945, 162, or exactly the same as for 1941, which 
was the year of largest peacetime production in the history of 
the nation. In 1940 the index had been 125. This volume of 
production is far from satisfying the current domestic demand, 
which IS stimulated both by the accumulated deficiencies of 
war and by ample purchasing power 

Non-agricultural employment, though it has fallen from the 
war peaks, has been rising and stands at about the level of 1941. 
The aggregate value of income payments has scarcely dropped 
below the 1944 level, the index number for December, 1945, 
being 233-8 against 233 4 for 1944. This compares with 138 in 
1941. Price control has so for succeeded in preventing the cost 
of living from rising in anything like the same proportion, the 
official index number being about 25 per cent above the 1941 
level. In addition to the current income available for spending 
there is an accumulation of more than $140,000 million of war 
savings, about half of which are in the form of currency and 
bank deposits. 

The consequence is that the domestic market will for some 
time absorb almost everything that can be produced. The 
urgency is to increase production rather than to relieve 
unemployment. The prevalent fear is that price inflation will 
become uncontrollable. Strong resistance has developed to-the 
proposed British and other foreign loans because of the effect 
of exports in diminishing domestic supplies and stimulating 
inflation. The immediate danger is not that the United States 
will attempt to relieve unemployment by pushing exports, but 
tibat she wffl not give sufficient aid to reconstruction in other 
nations. 

■yjjis shortage of domestic supplies is doubtless' temporary, 
arid may eventually be succeeded by the surplus which British 
commentato^ have, feared. Although Congress has passed a 
Waterai-down version of the administration’s full-employment 
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bill there is no assurance that a depression may not follow the 
satisfaction of the war-created backlogs Of demand. When this 
would occur it is difficult to estimate There is almost certain, 
however, to be an intervening period m which the scarcity of 
goods and the rising tendency of prices in the United States 
will leave plenty of opportunity for such British exporters as 
can fulfill demands for their products Men of good will in both 
nations still have a little time left in which to assure the political 
and military security and the economic stabilization on which 
may be built that expanding global economy which is the 
prime essential both for their populations and those of the rest 
of the world. 

George Soule 


March 1946 



FOREWORD 


The AUTHOR visited England in a purely unofEcial capacity. 
He did not, and does not, speak for any government or for any other 
interest. During the dark December and January of the last year of 
the war in Europe, when rockets were falling from the stratosphere, 
when weariness had become almost unendurable and hope was de- 
ferred by the German offensive in the Ardennes, persons in many 
walks of life — economists, businessmen, engineers, labor lead- 
ers, government Ministers, Members of Parliament, civil servants, 
journalists, physicians, members of the armed forces both British 
and American, American ofEcials and experts, housewives, workers, 
strangers in pubs and trains — found the time and took the trouble 
to discuss with him in detail and at length the subjects with which 
this book deals. To mention all their names would be impossible; it 
would also in many cases be a breach of confidence, since the con- 
versations in question were frank and off the record But the author 
feels a deep obligation to thank any of those into whose hands this 
book may happen to fall for their interest, courtesy, and hospitality. 
Without their honest expressions of opinion, the information they 
freely offered, and the trouble they incurred, the book would have 
been impossible 

Particular thanks are due to the staffs of the Ministry of Informa- 
tion, the Office of War Information, American Ambassador John 
G. Winant and the staff of the American Embassy, and the staff of 
PEP (Political and Economic Planning) for assisting the author in 
meeting those who could help him and suggesting to him sources of 
information. Needless to say, the opinions here expressed are the 
writer's own and should not be attributed to any of these sources. 

Acloiowledgement must be made to the New Republic for per- 
misfen to include passages from articles (some originally signed 
and some unsigned) that first appeared in its pages. 

George Soule 
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THE SAME WORDS: 

A DIFFERENT LANGUAGE 


Afterdinner speeches celebrating Anglo-American har- 
mony always emphasize the fact that the two peoples speak the 
same language. It would be difficult to discover a more treacherous 
support for the conclusion that they are more likely than any other 
pair of nations to remain on friendly terms. Words may be used 
not only as instmments with which to search out agreement, but 
as weapons with which to promote hostility. Even within a single 
family, readiness of understanding does not always aid cordiality of 
feeling The chances of discord are enhanced when, as is often the 
case, persons who use the same words mean different things by 
them. To each speaker the word carries a train of associations and 
overtones of feeling dependent upon his own experience. If differ- 
ences can arise even among those who have shared the same parents, 
household, or city, how much more likely are they among those 
who have never seen each other and have been ctadled m different 
national traditions and cultures^ In this sense, two peoples who 
use the same words may actually be talking a different language. 
Indeed, it has been cogently maintained that the Bntish and the 
Americans would have a better chance of remaining friends if their 
respective languages were so different that nobody in one nation 
thought he could understand the other except through the medium 
of a careful translation, which would take into account the back- 
ground of meaning as well as the deceptive superficial notation of 
words. 

Another popular assumption which has gone far to bedevil Anglo- 
Amencan relations is that these two peoples have, aside from their 
supposedly common language, a close kinship which sets them at 
least a little apart from the rest of the nations. It has frequently 
been said that the blood of one runs in the veins of the other, or 
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that one is the mother and the other the daughter country Some- 
times, less crudely, the theme is stated m the form that they share 
the same literature and the same traditions of government and in- 
dividual ethics. It would be possible, if it were worth while, to 
produce a long scientific treatise proving how slender is the basis 
for such assertions Even at its birth, the United States contained 
a population of varied national origins, and the mixture has been 
greatly increased during the hundred and sixty years of its existence 
Its political, social, and aesthetic customs have been subject to many 
diverse influences, by no means least among which are the expen- 
ences of its own people in its own land. 

Aside from the fact that the tradition of kinship is not true, or at 
least embodies a narrowly limited truth, the frequent emphasis on 
this aspect of Anglo-American relations does as much harm as 
emphasis on any sentimental slogan. On the one hand it serves, 
among those in each nation who bear good will toward the other, to 
obscure both the real differences which may lead to faction and 
the more solid bases of agreement. There is little hope for endunng 
cooperation if it must rest on family pride, parental aflfection, or 
filial duty. On the other hand, this emphasis induces a juvenile 
counter-suggestibility among those who are mtent upon proving 
that they are genuine Americans rather than members of the Brit- 
ish family. To persons in this mood, the Declaration of Independ- 
mce has much the same emotional force as the farewell note left 
by an adolescent boy who has made up his mind to run away from 
home. Persons m this state of mind react to suggestions that it 
would be well for the two nations to cooperate by expressing the 
fear tihat innocent and pure-minded Amencans may be influenced 
to aid ihe nefarious designs of an older and dominating relative. 
Colond Robert McCormick of the Chicago Tribune talks like this 
when he argues that Americans on the Eastera Seaboard retain a 
ookmial homage to England because ihe states in which they live 
were settled colonics before the American Revolution, whereas 
cAkens to the west bf them are capable of true American inde- 
pendwe because their states were carved out of the wildemess 
affo: the United States became a nation. 
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It IS not the purpose of this book to promote Anglo-American 
understanding on any sentimental ground whatever. The reasons 
for harmony that seem valid to the author ought to seem )ust as 
valid to him if he were a Frenchman or a Russian or a Venezuelan 
or a Patagonian. The basic assumption is that another world war 
will be much more likely if Great Britain and the United States do 
not seek common ends by harmonious means. It is an integral part 
of this assumption that the world cannot be well fed, well clothed, 
well housed, and well educated — ^in other words, that it cannot 
have the kind of peace which it will want to preserve — unless the 
two great Western powers cooperate for the welfare of their own 
peoples This may sound like the beginning of an argument for 
an Anglo-American imperium which does not take into considera- 
tion the other great powers, and to which smaller nations will be 
subservient. Nothing is further from the author s intention. This 
discussion is centered on the need for cooperation between Britain 
and the United States, not because there is not so great a need for co- 
operation with the Soviet Union, China, and France, or indeed 
with all the nations, but because, as will appear, the two great 
Western Allies occupy a central position m the world economy, 
and because there is more danger that they will take divergent 
courses than that significant differences will arise between either of 
them and any of the other great nations concerned. 

Those who are laying the foundations for international peace 
have placed first emphasis on the political and military provisions 
embodied in the Dumbarton Oaks agreement This plan for secunty 
against armed aggression has naturally occupied the foreground of 
public discussion Essential though some such organization is, it 
would be a fatal error to assume that nothing else is necessary to 
assure future peace. It may be a cornerstone without which the 
structure of international organization could not be erected, but it is 
a cornerstone which will be without significance or value if the 
builders quit the job as soon as it is laid 

The essence of the international security plan is that those 
nations which have overwhelming military and economic power 
band together to preserve the world against any new threat like that 
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recently embodied in Germany and Japan. If the population of the 
earth is to feel a real sense of security, which will permit energy to be 
devoted to anything beyond national defense, there seems to be no 
escape from an agreement of this kind. But there will be no security 
in fact unless the great powers are as ready to act together, and to 
act promptly, fifteen or thirty or fifty years from now as they are 
today. There is nothing whatever to protect the peoples against the 
consequences of possible disagreement among the Big Five. Insofar 
as the task of preservmg peace is regarded as checking the possibly 
aggressive intentions of a revivified Germany or Japan, a rift among 
the focal nations of the Great Alliance will be )ust what the aggres- 
SOTS need. This will be as true at any time in the future as it has been 
since 1939. If no new menace arises from the nations defeated in 
this war, the only chance of a new world war would arise from a 
split among the remaining great powers. 

The hope that a fatal division may be avoided is not a mere wish- 
ful dream. In the most general of terms, the nations which have 
won the war have no good reason for fighting each other or turning 
aggression against the smaller peoples. Before Hitler stmck, Nazi 
and Japanese propaganda labeled them ''satisfied” powers, who had 
already acquired all the temtory they needed. In other words, they 
are not latecomers on the scene who are likely to create a disturb- 
ance by overrunning other peoples’ territory. Each of them is, 
moreover, basically concerned with developing the possibilities of 
Me within its own boundaries for its own people. None of them 
has an histone dominant tradition that glorifies war for its own 
sake. There is, therefore, no ground for a pessimistic prediction that 
tihese powers most mevitably fall to quarreling, as great powers have 
lalwaj^s done in the past. But there is equally no ground for the 
optimfetic prediction that they certainly will not do so Whether 
diey lo ot not will depend upon the national policies they respec- 
tivrfy foflow. If these pohaes come into conflict, war may prove to 
be as much a continuation of national policy in the future as it was 
when Clansewitz first coined the phrase* 

The area in which the more menacing conflicts may arise, and, 
hide^ have already arisen, is economic rather than political. In 
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using the words "^economic'' and '"politicaF' to draw a distinction, 
we are employing common stereotypes which are far from meaning- 
ful. In fact, economic and political matters are so closely intertwined 
that it is impossible to separate them It would be more accurate to 
say that the United States and Great Bntain are not likely to quarrel 
over the possession of any specific piece of territory or about the 
exercise of the governmental jurisdiction of either in any particular 
part of the world. Britain, for instance, will not challenge the Mon- 
roe Doctrine by seeking to extend the domain of the Empire on the 
American continent, and the United States will not attempt to 
wrest any possessions from the Empire. Collisions may arise rather 
over such subjects as finance, trade, and domestic economic policies. 

Many influences other than economic motives affect the actions 
of men and nations, but it is not necessary to adopt an exclusively 
economic interpretation of history in order to understand the im- 
portance of economic policy in human relations Indeed, quarrels 
that are stated in economic terms may act as a focus for passions 
disproportionate to the amount of gam or loss involved. Latent 
aggression, feelings of pride and dignity, ideas of human justice may 
all be mobilized by a strike which technically is called to gain a few 
cents more an hour, or by an international dispute about import 
duties or money policies. 

It is a commonplace of American history that differences of this 
kind have caused more trouble between America and England than 
any other source of possible dispute. The War of Independence, 
which originally separated the two nations, was mainly characterized 
by issues of this nature. Every American schoolboy remembers the 
slc^an, ^Taxation without representation is tyranny.'" The gnev- 
ances of the colonists covered the whole range of economic impe- 
rialism. They were debtors and often suffered a shortage of money 
with which to pay their debts. Their impulse was therefore to issue 
an abundance of money in this country, whereas the British govern- 
ment strove to restrict such issues m order to avoid inflation and 
consequent depreciation of the means of payment Americans 
wanted to manufacture for themselves, whereas the British wanted 
to exchange manufactured products made in England for American 
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raw materials, and so placed legal obstacles m the path of industrial 
development in this country. Amencans wished to buy and sell 
profitably wherever they could do so and to carry the goods in their 
own ships, but the Bntish government wanted to limit their trade 
and shipping in the interest of English commerce. 

The attitude of England in these matters did not arise from any 
abstract political principles or from a desire to antagonize and op- 
press the colonists. It was the natural expression of a domestic eco- 
nomic policy, prevalent at the time, which economic theorists subse- 
quently described by the name ''mercantilism ” In brief, this body 
of doctrine held that the more a nation’s activities resembled those 
of an individual merchant who tries to enlarge his sales, restrict his 
expenditures, and prevent competition m so far as possible, the more 
the natron would prosper Government intervention was called upon 
to further these aims, and political control of colonies in the interest 
of traders in the home country was the natural result It must not 
be supposed that the struggle of the American colonists for freedom 
from Bntish regulations was actually the expression of a more en- 
lightened economic theory. The government of the United States 
itself, once it was established, employed from time to time policies 
that were essenbally mercantilist m nature. An obvious instance was 
the protective tanff 

The second war in which the United States and England were on 
opposite sides — calloi in this country the War of 1812 — ^likewise 
had economic origins, as far as Amenca was concerned. Great Bnb 
ain was fighting Napoleon and was using her naval power to keep 
supplies from his armies. American traders and shipping men 
wished to participate m this profitable trade, and since they were 
not at wax with France, they saw no reason why the Bntish navy 
should interfere vnth their activities Other issues came to be in- 
wived, but in the main, this was a struggle on the part of the United 
Steles for "freedom of tie seas.” 

During the Amencan Civil War, the same issue arose again, but 
with a reversal of roles The North was blockading the South, 
whojeas lie English were trying to carry on trade with the Con- 
fe^fcracy. They thus became the advocates of neutral rights, while 
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the government at Washington strove to interrupt sea traffic with 
its enemies. The southern states had strong economic ties with 
England because the British textile mills were entirely dependent 
for their material on cotton from this country, and British manu- 
facturers m general sold many goods to the agricultural Soutli In 
this sense they were competitors with the manufacturers of the 
northern states Sharp conflicts arose over incidents caused by the 
acts of the United States navy in enforcing the blockade. Any one of 
these might have served as a casus belli, and war with England was 
narrowly averted. If immediate economic interests had actually de- 
termined governmental action, hostilities would probably have 
broken out. Fortunately, however, the strong moral interest of 
large sections of the Bntish public in the anti-slavery issue, com- 
bined with the prudence of statesmen on both sides of the Atlantic, 
averted this calamity. 

In the long period of peace that ensued, economic difficulties aris- 
ing from divergent interests or policies were seldom absent from 
Anglo-American relations. The English had been heavy investors in 
this country, both as lenders to state governments and as purchasers 
of the bonds and shares of private enterprises. Many defaults oc- 
curred in the payment of interest and principal. As far as the private 
investments were concerned, the losses were written off as an inci- 
dent to the risk of the market, although it cannot be said that they 
improved international good feeling. But the English regarded the 
governmental debts as a more sacred type of obligation and made 
many futile attempts to collect them, both through the courts and 
in diplomatic channels. A large part of these defaulted obligations 
remain unpaid to this day, although the governments in question are 
regarded as solvent. 

During these years Great Bntain, having abandoned mercantil- 
ism, was practicing freedom of trade, and naturally wished other 
countries to do the same. She believed it to her interest to have 
world-wide markets m which she might buy what she needed wher- 
ever it could be found in the best quality and at the lowest price 
and in which she might sell what she produced to any customer who 
might want it. This was a natural position for a nation which had 
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early developed industrial supremacy and facilities for world trade 
like shipping, banking, insurance, and a stable currency. At the same 
time, however, the United States was attempting to encourage the 
development of industry in this country by reserving the domestic 
market for home industry by a protective taniS. The foreign eco- 
nomic policies of the two countries were thus m fundamental con- 
flict, and feelings were not always cordial. One important reason 
why more trouble did not anse was that in the general expansion of 
both the world economy and the economy of the United States, 
each nation had plenty of room for its activities without causing 
much damage to the other. Even commerce between the countries 
grew in spite of tariff obstacles, because the expansion of the Amer- 
ican market was so rapid that the barriers placed in the way of 
specific imports did not suffice to decrease Bntish trade with us as a 
whole. The fact that this nation was, on balance, in debt to Great 
Bntain, and had to pay annually a substantial amount in debt 
charged, enabled us to maintain a considerable export surplus of 
agncultuial products without taking an equal value of goods in 
exchange. 

At the time of the First World War the same old conflict arose 
about freedom of the seas, with the roles of the two nations again 
reversed. In the period of Amencan neutrality both Britain and the 
Central Powers were eager to buy in this country and both wished to 
interrupt the trade of the other. The government in Washington 
took its stand on the traditional rights of neutrals to trade, and so 
incurred diplomatic controversies with both groups of belligerents. 
In die early part of the war the Bntish navy was much more effective 
than the German in stopping Amencan shipments, and therefore 
the controversy with the Bntish was more acute. It was only tjie fact 
that German submarine warfare eventually became more xutihless 
than the activities of Bntish naval vessels on the surface which 
Shifted the balance in the other direction. In the meantime, the 
efil^veiiess of the Bntish blodkade had virtually stopped trade 
with Gamany and its allies, so that there arose a substantial com- 
mlinity of economic interest between Amencan farmers and manu- 
feteiers on the oi^ hand and the British war agencies which were 
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buying from them on the other. It is not necessary to suppose that 
the economic motive was dominant in pushing America into the war 
on the side of the Western Allies in order to see that it made such a 
decision much easier than the opposite one. The controversy about 
neutral rights was, in fact, submerged by more weighty considera- 
tions Nevertheless, for a while it threatened senous trouble. 

Nor did the fact that the two nations had fought against the same 
enemy prevent irritation from subsequent economic disagreements. 
As a result of the immense volume of munitions and supplies sold 
by this country, we had become a creditor nation instead of a debtor, 
as we had been for many years before the war. Many British invest- 
ments m the United States had been sold to pay for American goods 
during the penod of our neutrality. After our declaration of war, 
Britain had been the pnncipal borrower on governmental account 
Now our government attempted over many years to collect what 
was formally due on the debt. Naturally, it was extremely difficult 
for a country like Great Britain, which had built up its economy 
very largely on the basis of a surplus of imports, a substantial part 
of which were paid for from the net yield of foreign investments, 
to shift over to the role of a debtor nation and develop a surplus of 
exports In the United States few understood this difficulty, and 
American officials stood pat on the prmciple that Bntain owed the 
money and ought to pay it At the same time, however, the United 
States found it just as difficult to shift from the position of a debtor 
to that of a creditor, and to accept the excess of imports over exports 
which would have been necessary if the debts were to be paid In- 
stead of reducing our import duties, we actually increased them. 
Thus the British, who did not really wish to default, were annoyed 
by our actual unwillingness to receive the payment which officially 
we kept demanding. 

The war debt issue was a potent source of popular ill feeling in 
both countries for a decade, because it was the kind of issue which 
furnished material to those newspaper writers and members of Con- 
gress who oversimplified economic questions and wished to enlarge 
their following by twisting the lion's tail Actually, however, it never 
threatened to develop into a serious political crisis, because the bet- 
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ter informed and more responsible leaders understood how futile the 
argument was. Little by little the public accepted the conclusion 
that great war debts of this nature either cannot or will not be repaid 
in full. Certain other controversies, however, though they did not 
receive such wide publicity, created more annoyance among the 
centers of power m the two countries. 

One concerned the price of crude rubber. The chief source of this 
important material, as the American public has been taught by hard 
expenence since Pearl Harbor, lies m Malaya and the Dutch East 
Indies The Malayan rubber planters, who believed their selling 
prices too low, received the aid of the British government through 
the Stevenson scheme to restrict exports. This plan was for a while 
so successful that it raised prices far too high to suit the manufactur- 
ers of tires and other rubber products. The consumers of the rapidly 
growing automobile traffic in this country also suffered. Herbert 
Hoover, as Secretary of Commerce, earned on a vigorous campaign 
against this restriction, which he regarded as an economic iniquity. 
The policy probably would have come to gnef in the natural course 
of events even if he had not opposed it, because like so many plans 
of the kind it encouraged production in regions not subject to the 
control, as a result of the high prices which it brought about. 

It is important to remember the incident, transitory though it 
now seems, because it is an example of the cartel control in which 
the Bntish and other foreign governments are likely to have an in- 
terest but which arouses resentment in the United States. The sup- 
port of the Bntish government was, of course, in part brought about 
hy the mfiuence of the wealthy interests engaged in producing rub- 
ber, but the government had a pubhc purpose as well. Ever since the 
First World War most of the world outside of the United States 
had been suffering from a shortage of dollars* Other countries 
needed to buy from us and also needed to pay debts to us, whfle we 
showed considerable reluctance in importing from them. The result 
was a recurrent tendency toward an excess of payments to the United 
&Mes om outgoing payments. This naturally led to a scarcity of 
dollars m the world market. If citizeus of the United States can be 
made to pay more for the things they have to buy abroad, the supply 
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of dollars available to other nations will be increased. Thus there is 
an excuse for a deliberate commercial policy on the part of these 
other nations to maintain high prices on goods produced in their 
territories and sold to the United States. Such action may be self- 
defeating, since total sales at a high price may be smaller than total 
sales at a lower price But insofar as this is not true, the interest of 
the British economy may run counter to that of the American con- 
sumer, at least as long as there is a scarcity of dollars. 

In the latter part of the first postwar decade, there occurred an- 
other economic conflict between Britain and the United States 
which had extremely serious results, although it was shrouded so 
tightly in the technical mysteries of banking and foreign exchange 
that most Amencans never knew an^^thing about it at all. The Brit- 
ish government was at the time still firmly attached to the financial 
orthodoxy of the nineteenth century. Under its conservative leader- 
ship it went back to the gold standard at the prewar parity of the 
pound As some advanced economists pointed out at the time, this 
was a reckless thing to do because costs of production and pnces in 
Britain were considerably higher than before the war. The folly of 
this decision would have been mitigated if the other important in- 
dustrial and trading countries had also gone back to the prewar 
parities of their currencies and had had an equivalent nse in costs 
and prices. But this was not the case 

France reestablished the gold standard with a drastic devaluation 
of the franc, and French prices did not rise correspondingly. Though 
the United States had retained the gold standard and did not de- 
value the dollar, prices in this country after the slump of 1921 re- 
mained closer to the prewar level than did British pnces. The con- 
sequence was that it was cheaper for other nations to buy goods m 
France and in the United States than to buy them in England. 
Exports from England to both France and the United States were 
also discouraged Tire balance of trade began to turn against Eng- 
land and there was less demand for pounds than for dollars and 
francs Since all the currencies concerned were freely convertible 
into gold, gold flowed out of England every time the pound bills of 
exchange became worth less in terms of dollars or francs than m 
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their gold equivalent. England's scanty gold reserves were in con- 
tinual danger of disappearing abroad In the meantime, of course, 
Bntish trade and employment suffered. The situation was naturally 
aggravated by the fact that Bntain had become a debtor nation, at 
least on paper, and was trying to meet payments on her war debts. 

Why should this mistake in British monetary policy have aroused 
feeling against the United States^ In order to answer the question, 
one must understand the theory of the operation of the gold stand- 
ard, a theory to which both Bntish and Amencan authonties then 
adhered When one country loses gold to another, the country los- 
ing the gold has a smaller base for its currency and credit. This is 
supposed to restrict loans and the circulation of money, and to en- 
force a reduction of prices in that country. We have just seen that 
Bntain was suffering from exactly this influence, although the pres- 
sure on pnces came fully as much from foreign competition and a 
reduction of demand for Bntish exports as it did from internal credit 
restncbon. 

'The country or countnes gaining gold, on the other hand, have a 
larger base for currency and credit, and this is supposed to make 
money easy within their borders and to stimulate a nse in their 
pnces. This price nse should theoretically help to conect the unbal- 
ance of trade and relieve the pressure on the exchanges. But this 
result did not occur in either the United States or France. British 
fiscal authorities accused those in control of our banking system of 
”sfcwihzing" our surplus of gold so that it could not facilitate an 
eixpansion of credit and a rise in the Amencan price level. The Fed- 
eral Reserve authonties, somewhat less orthodox than the Bntish, 
were supposed to be managing credit in such a way as to stabilize 
American prices rather than allowmg them to nse. As a matter of 
facty it may be doubted whether their intention was as clear and 
fhdtt action tos as effective as the Bntish adherents of the orthodox 
gold ^Indard believed. A major influence in the United States pre- 
vwting a rise in prices was the rapid increase in technological e£B- 
(iency, which tended continually to increase output and reduce 
costs. Nevertheless, many British spokesmen attributed the stead- 
of American prices to what might be described as a combina- 
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tion of banking wickedness and lack of fair play on the part of Amer- 
ican monetary authorities. 

It is not necessary to trace the intricacies of central banking policy 
and foreign exchange in order to understand that, in a world which 
is supposed to benefit from a large interchange of goods and pay- 
ments among countries, it is of the first importance that those coun- 
tries follow parallel monetary policies. The incident here descnb)ed 
is not mere ancient history, but has an important bearing on the 
future, because there is an imminent danger that the two greatest 
trading nations will again follow divergent monetary policies after 
this war. At the risk of taxing the patience of the reader, it may be 
well to outline some of the consequences of the conflict between 
1925 and 1929. This may aid in understanding similar dangers in the 
future. 

In the United States the stability of the domestic economy was 
being endangered not because, as the Bntish bankers thought, we 
were not allowing our increased gold supply to have its natural effect 
in expansion of currency and a nse in prices, but probably because 
the reduction of costs of production, consequent upon increased 
technological efficiency, was not having its natural result of a suffi- 
cient fall in prices to the consumer. On this account consumption 
was eventually unable to keep pace with the rapidly growing pro- 
ductive capacity of the manufacturers. On this account, also, profit 
margins were increased, and the large profits encouraged speculation 
in securities. The big industnal concerns, because of their ample 
profits, had plenty of working capital and so did not need to borrow 
from the banks This phenomenon reduced the power of the bank- 
ing system, through its control of credit, to dampen down the boom. 
At the same time, the overflowing credit resources were being util- 
ized by speculators in the financial markets, and helped to support 
the speculative mama which in 1929 collapsed with disastrous re- 
sults, not only to Americans but to Englishmen and people all over 
the world 

Dunng the early years of this speculation, there was a disagree- 
ment about credit policy within the Federal Reserve System itself. 
The New York Federal Reserve Bank, which had aided Bntain*s 
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return to gold and approved of the British policy, desired to aid that 
policy by keeping interest rates m the United States lower than those 
in London, and so discouraging the flow of gold from England to 
this country. It not only wished to maintain a difference m rates, 
but also to keep our rates as low as possible in order that Britain 
might not be obliged to maintain a rate so high as further to depress 
her economy. Others m the United States, however, notably the 
Chicago Reserve Bank, desired to raise interest rates in this country 
in order to discourage the dangerous speculation m Wall Street. For 
a time, the New York view prevailed. No one can be sure that a 
more stnngent banking policy could have checked the speculation, 
even at its early stages, nevertheless, the attempt was not then made. 
Thus the British view was at least sufficiently influential in the 
United States to facilitate the very speculative excesses from whidh 
both nations suffered shortly afterwards. 

In England, the prevalent unemployment, resulting mainly from 
the decline of export industries, helped to bring the Labour Party 
into power under Prime Minister Ramsay MacDonald. This govern- 
ment did not alter the nafaon’s monetary policy, and the drain on 
gold contmued. The Conservatives were quick to make political 
capital out of the situation and charged the Labour government with 
oidangenng the sacred gold standard. Mr. MacDonald, responsive 
to the pressure for economy and deflation, deserted his party and 
headed a coalition government composed largely of Conservatives. 
Not long after their return to power, the Conservatives themselves 
were compelled to abandon gold. 

This experience has long rankled in the memories of the English, 
and all schools of thought, from Left to Right, are now resolved 
^levo: to repeat the mistake. They fear not only too high a gold parity 
for thdr currency, but the gold standard itself. All this, as we shaU 
see^ forms the background for possible monetary disagreements 
after the present war. 

The gold standard and stability of exchange values are pnme ex- 
atiaples of phrases that carry very different emotional significance on 
one side of the Aftantic than on the other. Englishmen are as wary 
of hdag tied irrevocably to ^her as a released prisoner is of being 
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retomed to solitary confinement. Most citizens of the United States 
regard them as rather vague, irrelevant, and possibly desirable ab- 
stractions, while an influential group of bankers and economists are 
exhibiting a nostalgia for them, as if a return to monetary orthodoxy 
could reproduce what they regard as the happy economic conditions 
of the nineteenth century. 

The great depression itself was regarded by many Americans, and 
especially by those who accepted the leadership of President Hoover, 
as something for which domestic policy was not pnmanly respon- 
sible. It was thought of as an international misfortune, an inevitable 
result of the dislocations of war. The obvious fact that it was felt 
internationally was taken to mean that its ongms could be found 
outside the United States. Englishmen took at the time, and have 
since come to take m increasing measure, exactly the opposite view. 
The depression was felt much more severely in the United States 
than any other country in the world, with the possible exception of 
Germany. The failure of the United States to recover after the spec- 
ulative crash of 1929 acted as a brake on world recovery. The United 
States is by all odds the richest country in the world, and when it is 
depressed its mere economic weight tends to drag everybody else 
down. The British regard the great depression as a result mainly of 
the inability of the Americans to manage their own economic affairs. 
Few Americans realize how keenly they fear the recurrence of this 
experience m the future. 

In the time of the popularity of the New Deal in the United 
States, there was more harmony between the economic conceptions 
of the British and the Americans than for many years previously. 
This was not true in its early days, when the President devalued the 
dollar and obstructed international agreement on monetary pohcy, 
but it came to be tme later, when the theories of John Maynard 
Keynes about fiscal policy were adopted by the Washington Ad- 
ministration. Deliberate governmental control to relieve and even 
to avoid depression, coupled with wide advances in social secunty, 
have come to be regarded in England not only as a desirable but a 
necessary line of action. The more cogent leaders of British eco- 
nomic thought wish to extend this policy to the entire world and so 
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desire to see it followed m the internal economies of the several 
nations. They were correspondingly disheartened when they saw the 
reaction against the New Deal in the United States and the tend- 
ency, not only of conservative forces m this country, but even of the 
Administration itself to return to the classical economic dogmas 
about governmental nonintervention and the capacity for self- 
regulation of private enterprise under competition. 

This rapid summary of economic disagreements necessarily omits 
many important subjects. We may, however, top it off with a more 
recent example of divergent interpretations of the same situation be- 
cause of a difference in experience. Many Americans think of lend- 
lease as a generous gesture on the part of this country for which the 
British are expected to be duly grateful. Our expenence had con- 
vinced us that international debts incurred for war purposes are un- 
sound and impossible to repay. When the war broke out in 1939 we 
therefore demanded cash on the nail for everything bought here by 
England, and forbade lending to belligerents. As the threat of the 
Axis grew, and as we became more concerned that the opponents 
of Hitler should win, we decided that this was dnving too hard a 
bargain. We therefore offered to let Britain have whatever she 
needed without either paying cash or borrowing the money neces- 
sary to settle the accounts. We recognized that this was ultimately 
in our own interest, but nevertheless we felt a glow of satisfaction 
that we had been able to take the large view and act like a rich uncle. 

How many Americans know that, in spite of full appreciation of 
i;^at this country did in producing and distributing war materials,* 
lead-lease gave rise to a good deal of irritation in England? It came 
to be regarded as a necessary war burden, to be dropped as socm as 
pomble. Strange as this attitude may seem, it is natural whm its 
hm fe undmtood. 

E>inmg tihe days of cash and carry, Britain was straining every 
nw^e to enlarge acports in order to hdp pay for war materials from 
altoach Thfe effort, of course, interfered with full military mobil- 
ri^ion. There was grave danger that Germany would win the war, 
and the danger came to be regarded with almost as much apprehen- 
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sion in the United States as in England. By the establishment of 
lenddease^ btir government said in effect to Britain's* If you will 
mobilize everything to win instead of worrying about payment for 
what you must import, we will see that you get whatever you need 
from us without any detailed reckoning Payment will be made by 
whatever you can contribute to our needs without endangering mili- 
tary success, plus your all-out war effort. 

This was a bargain in the mutual interest. We were no more pre- 
senting to Britain munitions and supplies than she was presenting to 
us the lives of her sons or the sacrifices of her civilian population 
The bargain has been scrupulously kept on both sides. One of Brit- 
ain's contnbutions to the common cause was almpst complete sup- 
pression of her export trade, at least for the duration. 

At this point enters the source of imtation. American business in- 
terests, having noted the Bntish pushing of exports during the cash- 
and-carry penod, and being as always suspicious of trade rivals, ob- 
jected to lend-lease because they feared that something we sent to 
Britain would be reexported. To still this agitation, the Bntish gov- 
ernment established a mle that nothing could be exported from 
Bntam which was being received from the United States under lend- 
lease. The rule applied not only to the actual goods received, but to 
anything of the same kind made m England. Thus, as long as Brit- 
ain received any steel, she could not export steel, even if it was made 
m British furnaces. Tlie restriction seems fair enough, in view of the 
purpose of the bargain. It was, however, one which made the British 
want to cease receiving lend-lease materials the moment any surplus 
appeared above war necessities. Their impatience with the restnc- 
tion was redoubled by the fact that, while they were forbidden to 
export, American businessmen were not. 

In fact, war orders in the United States preempted the productive 
capacity for export goods to a far greater extent than was g^ierally 
understood in England. But there was a widespread credence of re- 
ports, both verbal and printed, that, while Bntam was concentrated 
on war and was excluded from foreign export markets by lend-lease, 
Amencan commercial representatives were going about the world 
.c 
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taking orders. It looked to many not only as if we were planning to 
be commercial rivals, as was to be expected, but as if we were quite 
ready to engage in what was regarded as unfair competition. 

This irritation was somewhat relieved by negotiations removing 
important articles from the lend-lease provisions and attempting to 
bring about some synchronization m reconversion of export indus- 
tries in the two countries. It is impossible to overestimate, however, 
the sensitive response of Englishmen to any hint that the United 
States may be placing obstacles in the way of a revival of their export 
trade. The widely different significance of exports to the two coun- 
tries will appear later in our discussion. 

The undoubted good will and friendliness between the peoples 
will not of itself suffice to remove either misunderstandings or con- 
flicts of policy which may have the most undesired results. If we are 
to cooperate with the British m the postwar world, we must under- 
stand with great clarity and in considerable detail both what they 
intend to do and why, and what we intend to do and why. We must 
then take infinite pains to bring into harmony the respective national 
policies. Drift might easily lead to disaster. 



2 

BRITAIN’S “LI FE-OR-DEATH” 
PROBLEM 


The Bntish expect to share more equitably what they have, by 
means of social insurance, free medical service, a great program of 
public housing, and full employment maintained by governmental 
planning. They also have resolved to raise the average level of living 
by producing a larger quantity and a higher quality of the goods 
and services to be shared. They believe they know how to do all 
these things, as far as management of their own economy is con- 
cerned.’^ If the United Kingdom contained all or nearly all the nat- 
ural resources necessary for life — as for instance the United States 
and Russia do — the task, they think, would be relatively simple. 

This, however, is not the case Before the war Bntish farmers 
raised only about 40 per cent of the food eaten m the country (meas- 
ured by money value) . No cotton can be grown m the nation Tim- 
ber must be purchased abroad. Petroleum was discovered during the 
war, but only a small amount in relation to requirements. There is 
iron ore, but not enough, this and other metals and chemicals have 
to be imported. Coal is the only important resource of which there 
is a surplus, and even this is becoming more expensive to extract. No 
doubt Britain could be much more nearly self-contained than she is, 
but the cost of long stndes towards self-contamment would be a 
drastically reduced standard of living until perhaps half the present 
population emigrated. 

Americans are accustomed to thinking of foreign trade as a means 
of selling goods to other countries and receiving money in exchange. 
This IS commonly regarded as a normal and profitable type of trans- 
action. Apparently, selling goods and receiving money is a custom- 
ary way of conducting domestic business There is, however, a hitch 
m the process if it is earned no further than this, and the hitch ap- 

* For a descnptioii of these programs, see Chapters 6, 7, and 8, 
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pears with great clarity when the trade occurs between different 
countries having different monetary units. The seller never enjoys 
his real profit unless he uses the money received m order to buy 
something In domestic trade, he customarily does so He may buy 
materials and labor for more production, or he may buy new plant 
and equipment, or, at the very least, he may invest the money m 
securities. If the American producer sells to customers abroad, he 
cannot even receive the money in the form of dollars, which may be 
spent in this country, unless the foreign purchaser can get the dol- 
lars. The only ways in which foreign nations can obtain dollars are 
by selling goods or services to customers in the United States, or by 
borrowing the money here, or by buying the dollars with gold. There 
are strict limits to the last two ways of getting dollars. Credits from 
the United States will not indefinitely be extended to foreigners 
unless repayment is made The supply of gold is not inexhaustible. 
Therefore, we amve at the inexorable conclusion that American ex- 
porters cannot be paid m money that can be spent m this country 
unless at some time or other foreign exporters can sell an equal value 
of their wares here 

While the individual Bntish exporter doubtless looks at foreign 
trade in much the same way as the American, British economists and 
statesmen take quite a different view. They are interested, not pri- 
marily in selling abroad to make a profit m money, but in buying 
abroad what the nation needs. They know that the only way in 
which imports can be paid for is by exports that will yield the amount 
of foreign currencies needed to settle the accounts for what Bntain 
wants to biiy. They are not anxious to ship anything more out of 
the country than they must in order to obtain the food, timber, iron, 
and other materials that the nation requires. 

The way in which Bntain bought the necessary imports before 
t^e war, and the only way m which she can do so m the long run, 
was by giving something of equal value in exchange. In the years 
1936-38, part of what she exported, but a minor part, consisted of 
coal and other raw materials A much larger share consisted of 
mantifactured goods. (For many of these, like cotton textiles, the 
Mterials had to be imported.) All this paid for scarcely more than 
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half her foreign purchases. The other half was covered by '"invisible” 
exports. Of these, the largest single item was the income on foreign 
investments. Over a long period, the British had sent capital 
abroad, foreigners were paying dividends and interest for its use, and 
these payments enabled the British to buy in foreign markets be- 
tween one-quarter and one-fifth of what they wanted from other 
countries The next largest item among the invisible exports was the 
payment received from foreigners who dispatched their freight in 
British ships There was also the payment for insurance and banking 
services. 

The effect of the war on Bntam’s ability to pay for imports has 
been almost catastrophic. In the days of cash and carry the nation 
had to sell foreign investments m order to buy in this country muni- 
tions and supplies needed by both military and civilians. Lend-lease 
reduced this necessity as far as the United States was concerned, 
but the process continued m other parts of the world.* Submarine 
warfare diminished the tonnage of British shipping While this 
shortage may before too long be made good, American shipping 
has more than doubled, and the prospect of postwar competition 
leads the Bntish to expect a reduced shipping income. Britain 
has disposed of more than 1,000,000,000 pounds m foreign invest- 
ments for war supplies alone. 

Nor IS this all Formally, Britain has not accumulated a foreign 
war debt, as she did in the First World War But she has bought 
large quantities of goods in India, Argentina, Egypt, the dominions, 
and elsewhere for which she has paid, not in the currencies of the 
nations m question, but by deposits of sterling to their account in 
Britain Exchange control has prevented the sellers from getting the 
money out. They could not spend it even there, because under exist- 
ing conditions there w^s little they could buy These "blocked ster- 
ling balances” constitute Britain’s foreign war debt The debt 
amounted to about three billion pounds at the end of 1944, and may 
rise to four billion or more before the end of the war In order to t 
amortize it, Britain will have to export without getting anything 
currently in return. She will also have to export enough more to pay 
for the imports needed for her daily life. 
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The consequence of the loss of income on foreign investments 
and shipping, plus the accumulation of debts, is that Britain will 
have to export far more goods than before the war in order to buy 
abroad even as much as she did then If she is to maintain full em- 
ployment and a higher standard of living, she will have to buy more 
than that The commonly quoted figure for the necessary expansion 
of exports is 50 per cent, but this is a minimum. It may be much 
larger 

E. F. Schumacher, an economist of the Institute of Statistics at 
Oxford, summarizes the figures. Average annual imports, m the im- 
mediate prewar years, cost 866 million pounds. They were paid for 
by exports, visible and invisible, divided about as follows: 

Millions 
of Pounds 
478 
105 
40 
203 

826 

This left a deficit of about 40 million pounds, which was met by a 
net reduction of British foreign investment, through borrowing or 
sale of assets. Thus the process of foreign disinvestment was begun 
even before the war, during the years of reduced world trade. 

Of the goods exported, many were made of imported materials. 
These materials cost, on the average, about 80 million pounds. In 
order to get a net figure for exports, Schumacher deducts this figure 
from the total. This leaves him with net exports worth 390 millions. 
All the other, or invisible, items, plus the net disinvestment, also 
add up to about 390 millions. The export budget was thus divided 
about fifty-fifty between goods and services. 

He estimates that after the war the invisible or service exports will 
have shrunk to half their prewar size, or 180 million pounds, This 
means that if th^^ame net volume of imports is to be obtained, ex- 


Exports of goods 
Shipping services 
Banbng, insurance, etc. 
Income from investments 
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ports of goods will have to be increased from 478 to 740 millions. 
(Larger exports of goods would of course require larger imports of 
materials Deducting the value of such materials to obtain a net 
figure, goods exported would have to rise from 390 to 600 million 
pounds, or about 50 per cent ) 

The required expansion of exports is still greater if one measures 
it not against the prewar level but against the amount exported dur- 
ing the war. German conquest cut off many of Britain's largest mar- 
kets. At the same time, of course, it opened opportunities; for ac- 
quiring customers who formerly bought their supplies in Germany. 
Nevertheless, m spite of an active dnve to increase sales abroad in 
order to pay for war materials, Bribsh exports were reduced dras- 
tically between 1938 and 1941 This is true even if exports of muni- 
tions to Allies are included. After the enactment of lend-lease per- 
mitted Britain to concentrate all her effort on prosecution oi the 
war so far as paying for purchases in the United States was con- 
cerned, exports were reduced still more drastically. If valued at pre- 
war prices, they stood in 1943 at only 29 per cent of the 1938 level. 

How is Britain to cope with the impending lack of balance be- 
tween her peacetime requirements for purchase of goods abroad 
and her means of paying for them? If she does not find a way of 
coping with it, disaster is in sight A few are inclined to argue that 
since England during the war has drastically decreased her imports 
and at the same time has managed to produce more goods than ever, 
largely for the purpose of supplying her army and navy, it will be 
possible to get along with many fewer imports than before. The 
tonnage of dry-cargo imports into the United Kingdom was approx- 
imately twice as great m the prewar years as in 1944 Perhaps the 
postwar population could not get along with half as many goods 
from foreign countries as before, but might it not subsist with a 
reduction of, say, 30 per cent? A reply to this argument made by The 
Economist is decisive. When the wartime reduction of imports is 
stated m terms of money value rather than in weight, it turns out to 
be only about 20 per cent. Moreover, the imports excluded by delib- 
erate government policy consist of goods that would be indispen- 
sable in a peacetime economy. One such item is tiipiber, which would 
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be necessary for the building program. Another is wood pulp and 
paper, without which British newspapers would have to be restricted 
to the eight pages (or a few more) printed during the war, and the 
circulation of books would be severely limited. Another important 
item IS oranges and lemons, without which a complete diet cannot 
be provided. 

In spite of necessary limitations on the import of food during the 
war, British farmers have managed to produce enough under a care- 
fully calculated government program, which includes not only the 
production but the distribution of food products, so that the diet of 
the average citizen has been more adequate from the point of view 
of scientific nutrition than it ever was before. This means, however, 
that the members of the population who formerly suffered disas- 
trous deficiencies have been brought up to a higher standard rather 
than that those in the middle and upper income classes have had 
more and better things to eat. For instance, children and expectant 
or nursing mothers have been assured enough milk, but only at the 
cost of limiting the rest of the population to powdered milk and very 
little of that. Nevertheless, there is substantial support for the opin- 
ion that a revivified and more efficient Bntish agriculture can pro- 
duce substantially more food than before the war. The estimate is 
made that it may yield half of the food eaten by the population 
instead of 40 per cent as previously 
An intelhgent plan for doing this would not, however, retain the 
war pattern of production. Dunng hostilities, the chief considera- 
tion was to conserve shipping space. This led to the growing at home 
of bulky products like wheat and sugar, although the economic cost 
was higher than if more of them had been imported. In peacetime, 
such a policy would aggravate the foreign trade problem rather than 
help to solve it, and would result in a lower standard of nutrition 
than might otherwise be possible. Bntish consumers would pay 
more for their bread and their sweets while the nations which spe- 
cialize in the jiroduction of wheat and sugar would be depnved of 
income necessary for the purchase of goods that could be manufac- 
tured in Britain at a lower cost in manpower. 

While some British land is suitable for the growth of wheat and 
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other grains, and these crops will not be abandoned, agricultural 
planning will probably concentrate on expansion of the output of 
the protective foods, which are often penshable and contain needed 
vitamins. There is likely to be a growth of dairying and an effort to 
supply enough milk for everyone, without buying any abroad This 
will naturally be accompanied by a somewhat larger supply of meat. 
Expansion will also take place in vegetables, eggs, and poultry. 
There will be an endeavor to improve the efficiency of agriculture 
by better plant and machinery and the use of more modern methods, 
and thus to reduce its demand on manpower relative to the total 
output Reforestation plans will, in the long run, somewhat dimin- 
ish the need for importing timber and wood pulp In spite of all 
that may be done, however, the effect of these advances will be felt 
more in an improvement of the consumption levels of the British 
public than in any marked decline in the need for imports. 

It is possible that, in the very long mn, the advance of science and 
technology may make it possible for almost any nation to dispense 
with bulky or costly imports, just as the invention of a method of 
extracting nitrogen from the air years ago made it possible to pro- 
duce fertilizer at home instead of importing it from Chile, where 
great natural deposits of nitrate are found New materials are con- 
tinually discovered which can be fabricated out of widely distrib- 
uted resources. Thus, synthetic rubber can now be made out of coal, 
of which Britain has plenty. Magnesium, a metal for which many 
uses may be found, some of them hitherto served by steel or other 
metals, can be extracted from sea water. Theoretically, it is possible 
for chemistry and physics to discover enough about isolating and re- 
arranging the basic components of matter so that almost anything 
can be made out of almost anything else Nevertheless, this technical 
revolution is still in its early stages and cannot be counted upon in 
any calculable future to eliminate the need for Britain to buy large 
quantities of goods abroad. This need is not only recognized by 
every serious student of the subject, but has been accepted by the 
majonty of the public. '^Export or die” is a popular slogan. 

How will it be possible to bring about an increase of 50 per cent or 
more m exports of goods? There is no assurance in the past that this 
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will occur automatically Indeed, there seems to be every assurance 
of the contrary conclusion British exports fell further between the 
peak of 1929 and the bottom of the depression in 1932 than did 
international trade taken as a whole or the world’s industrial pro- 
duction In the subsequent recovery, they rose again, but not nearly 
enough to make up for the previous loss At the peak of 1937, the 
industrial output of the world was above the 1929 level, and inter- 
national trade as a whole was almost as high as m 1929. British ex- 
ports, however, aggregated only 75 per cent of their 1929 level. 

The complete list of British exports includes a bewildering variety 
of products, almost everything that can be made for human con- 
sumption IS included Britain even sold abroad such unlikely items 
(for her) as grain, flour, and living animals for food. Nevertheless, 
the major part of these exports, if measured by value, was in 1938 
represented by only fourteen classifications. These, in the order of 


their importance, were: 

Classification Thousands 

of Pounds 

Machinery 57,888 

Cotton yams & manufactures 49,680 

Vehicles (including locomotives, ships, and aircraft) 44,627 

Iron and steel and their pianufactures 4^^556 

Coal 37405 

Woolen and worsted yams and their manufactures 26,814 

Chemicals, drugs, dyes, and colors 22,080 

Beverages and cocoa preparations 1 3,825 

Electncal goods and apparatus 13430 

Nonferrous metals and manufactures ^2^,339 

Miscellaneous food 12,037 

Manufactures of other textile materials 10,657 

Pottery, glass, abrasives 9,610 

Cutlery, hardware, implements, and instruments 9,028^ 


These classes of exports constituted 77 per cent of the total Those 
who are gloomy about the prospects of British exports in the future 

^ Not inclusive of cotton, woolen, silk, and artificial silk 
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are usoally alarmed by the fact that a number of the more important 
classifications m this list evinced a sharply declining tendency be- 
tween the wars. For instance, the exports of cotton yarns and man- 
ufactures were almost cut in half between 1913 and 1937. Exports of 
coal were reduced by one-third Exports of iron and steel and their 
manufactures fell by one-eighth. There was also a slight drop m 
exports of woolen yams and textiles Thus, four out of the first six 
items on the list have for many years been losing ground. 

For at least two of these items, there is little prospect of reversing 
the trend. The supremacy of the Bntish cotton textile industry was 
due to the fact that Britain was the first nation to install textile ma- 
chinery and the factory system. More backward countries for many 
years relied on her for their cotton goods. As nations develop indus- 
trially, one of the first things they are able to do is to produce their 
own cotton yarn and cloth, especially in the cheaper grades There 
has been a tremendous growth of textile manufacture m India, 
Japan, and many other nations. It would appear impossible fof 
Britain to recapture this trade in competition with the cheap labor 
of countries with far lower standards of living, which nevertheless 
are capable of utilizing the same machinery. 

A British Commission which recently investigated the industry 
in the United States reported that American cotton mills, by the 
use of automatic looms and long runs, achieve a far higher output 
per labor-hour than Bntish mills There is much discussion of the 
possibility of increasing British productive efEciency No doubt 
something can be done in this direction. Nevertheless, the American 
mills themselves make little for export and cannot compete with 
countries like India and Japan m the manufacture of cloth made 
by such methods. The chief export demand now is for fine and 
varied piecegoods which are not adapted to long runs. The principal 
hope for expanding British cotton textile exports lies in rising stand- 
ards of living throughout the world which would yield a demand for 
the fine goods which British skill is required to produce But it is un- 
likely that any improvement of sales in this sector of the industry 
can make up for the export markets that have been lost. 

The decline in exports of British coal is due to a nuipber of factors 
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which it will he difficult to eliminate New coal deposits have been 
exploited in other parts of the world. There has been an extensive 
substitution of other fuels like petroleum, or of hydroelectnc power. 
There has occurred a tremendous increase in efficiency in the uti- 
lization of coal, so that even in the United States, where the need for 
industrial power has expanded many fold, there usually has been a 
potential surplus of coal overhanging the market. Finally, many 
Bntish mines after years of operating have exhausted the better 
seams and those nearer the surface. The consequence is that they 
are more expensive to work. There is much discussion in this realm 
also of the adoption of more efficient machinery, such as is used in 
the United States, but the nature of the seams is such that in man y 
mmes better machinery cannot be utilized The Bntish coal industry 
has long suffered from the over-all inefficiency ansing from the dis- 
organization of a divided ownership and planless competition. Some- 
thing will undoubtedly be done to provide for a better type of 
control and management, but the best that can be done is not likely 
to restore British coal exports to the level of 1913. 

The drop in exports of iron and steel is not so serious and may 
conceivably be remedied It is due partly to backwardness in tire 
organization and technique of the industry, brought about by finan- 
cial manipulation and monopoly control of a kind which may be 
removed. Nevertheless, there has been a great expansion of steel ca- 
pacity in other countnes and particularly in the United States dunng 
the war. brewer metals may encroach on the market for steel. The 
future IS uncertain, and there is no good ground for hoping that any 
great and permanent increase can occur in Bntish exports from this 
industry. 

Many studies have been published in England indicating an ex- 
taemely low level of output per factory worker. It is asserted, for 
instance, that per worker the United States produces izy per cent 
more coal than the United Kingdom, four times as much iron and 
steel, more than four times as many cars, 179 per cent more soap, 
and 126 per cent more rubber tires. Building methods in Britain 
are ^ to be far less productive ftan those in the United States. 
Comparisons with prewar Germany are not so unfavorable. Bntain 
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led Germany in efficiency of production of iron and steel and auto- 
mobileSy but was somewhat behind her in coal, soap, and tires. 

Those who have dealt cntically with figures purporting to show 
the output of industry per person engaged or per labor-hour know 
that such figures must usually be taken with a grain of salt Tlie 
basic statistics ^re often difficult to obtain Even when they are 
accurate, they frequently do not take sufficiently into account dif- 
ferences in the nature of the product or in its quality Furthermore, 
statistics covenng the output of whole nations are sure to be heavily 
weighteil by differences in the makeup of production in the nations 
compared. Nevertheless, after making all possible allowances for the 
crudity of the statistical results, there is probably much room for 
improvement in British industrial efficiency. 

From such facts pessimists are inclined to generalize that British 
industry is hopelessly out of date and must lose out in the struggle 
for world trade. The figures are employed by Englishmen whose 
chief interest is in the erection of protective barriers against Ameri- 
can competition But they are far from being the only facts Even an 
inspection of the record from which they were obtained will yield 
other and less discouraging observations For instance, the first and 
largest item in the list of principal exports — machinery — did not 
contract in the mterwar period, but was increased by almost 50 per 
cent. In 1913, this item had been fourth on the list. Tliere has been 
a rapid growth m exports of the relatively new industry of chemicals 
and drugs Even foreign sales of vehicles increased during the period, 
in spite of the slump in shipbuilding and the competition of Amen- 
can automobiles. Exports of electrical goods and apparatus more 
than doubled. There was an appreciable growth in the foreign sales 
of pottery and glass, cutlery and hardware, and beverages and cocoa 
preparations. 

All these gains occurred dunng the period when foreign trade as a 
whole met many reverses, a period characterized by jthe great de- 
pression, the difficulties created by too high a valuation of the 
pound, and the obstructions to international commerce arising from 
exchange restnctions, bilateral trade agreements, and the like The 
truly remarkable gains in some of these categories were masked, in 



30 


America’s Stake in Britain’s Future 


the aggregate figures of British exports, by the colossal losses sus- 
tained m exports of cotton textiles and coal. It is quite possible to 
maintain that the decline of these two old industries has now ap- 
proached its limit, and consequently that a mere continuation of 
prewar trends in the growing industries will turn up as a decisive in- 
CTease in the total value of exports as compared with the immediate 
prewar years 

In every country and in every decade, some industries grow while 
othen decline Newer industries are usually more progressive than 
older ones. This is true in England of chemicals and electrical equip- 
ment Others which were not large enough in 1938 to appear among 
the first fourteen at all are growing by leaps and bounds One is the 
manufacture of artificial silk Another is the production of light 
metals such as magnesium and aluminum. 

Much is heard in both England and America of the advantage in 
international trade enjoyed by goods resulting from American maw 
■ production, because of their lower unit costs The standard example 
is passenger automobiles. This example is pertinent so far as it goes, 
but it IS not a tme indication of backwardness in Bntish technology. 
England has never had a large enough market at home for automo- 
biles in order to employ mass production in their manufacture to 
the same extent as was possible m the United States Moreover, the 
kind of cars made in England did not appeal so strongly as the 
American type to purchasers m many other countries. 

TTie underlying reasons are more social and political than strictly 
technological In prewar England, it was assumed that automobiles 
were and would remain luxuries, available chiefly to those with large 
incomes. A heavy sales tax was therefore placed upon them, based 
upon the horsepower. In addition, there has been a sizable annual 
tax levied on anyone who owned an automobile Finally, there have 
been high sales taxes on gasoline. 'The resulting discouragement of 
the use of automobiles on the part of those of medium or small 
means limited the size of the internal market The taxes also led to 
the designing of motors of the lowest possible horsepower which 
are extremely economical in gasoline consumption, but are not 
favored m regions outside of England where there are rougher 



Britain’s “Llfe-or-Death” Problem 


31 


roads, steeper hills, and longer distances. The limited market which 
discouraged mass production in turn kept sales prices high and thus 
carried on the vicious circle which restricted output All these dis- 
advantages might be removed by revision of the tax legislation, and 
this IS now a subject of much discussion. It would take time for the 
British automobile industry to reorganize itself m order to compete 
more effectively with the American, but there is little doubt that 
ultimately it could be done if the appropriate legislation were 
passed. Moreover, the blurring of class lines in postwar England and 
the planned increase in standards of living for those in the lower in- 
come brackets are m harmony with a more widespread use of motor 
cars. 

Stories may be heard m England of the technical backwardness 
and lack of enterprise of businessmen, particularly m the older in- 
dustries where establishments remain in the hands of the same 
family for generations, and where it is the custom of members of 
the owning family to retire from business as soon as they have 
moderately satisfactory incomes, in order either to live the 1% of 
country gentlemen or to enter professions which have a higher social 
prestige, such as the law. It is also asserted that class distinctions 
have hampered efEcient management m other respects. Many self- 
made businessmen do not like to employ trained technicians, be- 
cause the latter are usually university graduates, and university grad- 
uates customarily have enjoyed a higher social status. In America 
such a barrier may have existed m the past, but if so it was gradually 
removed by time, because almost any successful businessman will 
send his sons to college. In England, however, this has not been the 
universal custom. Insofar as these charges are tme, the atmosphere 
of postwar English society should go far to remove them Technical 
and higher education will b^ greatly extended and class lines will 
not be so rigid. 

There are, moreover, many English businessmen who themselves 
have received good technical training and who are extremely enter- 
pnsing and aggressive. This is particularly true in the engineering in- 
dustries and m those which have built up extensive foreign contacts. 
The success story of the man who starts with little or nothing and 
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makes a fortune by the production of goods wanted by others is by 
no means lacking in the Bntish Isles. Some great English manufac- 
turing concerns, such as Cadbury’s or Rowntree’s, are noted for 
their progressive management and their danng sales policies. If all 
the facts were known, it might easily turn out that there is as large a 
proportion of business conservatism and poor management in the 
United States as in England. The commonly accepted stereotypes 
of the typical American as a hard-driving, money-seeking, ingenious 
leader of industry and of the typical Englishman as a leisurely 
country gentleman are far too simple. 

'There is a legend in the United States that all good inventions are 
made by Americans and that our technical men are the best in the 
world. It simply is not true. At the beginning of the war some 
British airplane motors were more advanced than ours, we learned 
how to reproduce them — ^with improvements, of course — ^m large 
quantity It was an Englishman who pioneered in radar. They were 
ahead of us in television, and are at this moment in a better position 
to ®£port it. Jet propulsion did not originate on this side of the 
Atlantic. 'The chemical and other new industries ate not behind 
ours either in technique Or in cost of production. I have even heard 
it confidently predicted that the vexed British coal problem will sink 
into insignificance within a quarter-century because of the rapid 
advance in discovenng how to use atomic energy. 

Nor should we lay too much stress on mass production. The 
Bntish are just as capable of employing it as we — ^when the demand 
for uniform products is large enough to make it pay. But in some 
important markets it is not a factor. In the manufacture of machine 
tools and machinery, for instance, shll, ingenuity, and the store of 
expenence are the essential qualities, and these the British workers 
possess in superlative degree. Civil aviation after the war will not 
absorb planes and their motors by the hundred thousand; here 
quality and adaptability to special purposes will count more. The 
sune is true of power plants of all kinds. Bntish labor has always led 
m piodudng h%h-quahty consumers’ goods m infinite variety — 
Scotdi, woolens, cotton piecegoods, pottery, chocolates, leather 
goods, glass, cutlery, paper. ('The lenses for Leica cameras were 
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made in England.) If expanding industry and full employment rule 
in the postwar world, the British can share m the export of equip- 
ment for ships, railroads, power stations, and factories, while more 
leisure and higher purchasing power will focus attention on the 
amenities of life and hence on quality goods. 

PEP (Political and Economic Planning), looking for the English 
town most dependent on exports, found that it was Stratforion- 
Avon, which manufactures little We should not forget tourist ex- 
penditures as an element in invisible exports. Older regions, such as 
Italy, Switzerland, New England, not to mention newer ones like 
Florida and California, have found them a powerful stimulus. Will 
not every American who can possibly do so want to travel when war 
restrictions are lifted? 

This bnef review of the British task in obtaining the imports 
necessary to the life of the nation does not prove that success will be 
assured. There is no question whatever that the problem is extremely 
difficult, and that a solution of it is basic to all other considerations. 
Unless enough food can be obtained, the people will starve. Unless 
timber can be imported, houses cannot be built. Those engaged in 
the great cotton textile industry mU have no employment unless it 
is possible to purchase abroad the raw cotton to spin and weave. The 
only way in which purchasing power for these and other necessities 
can be derived in the long run is by the exportation of a sufficient 
value of goods and services. The quanbty of goods alone sold abroad 
must probably be at least half again as large as before the war, and 
must be four times as great as exports dunng the last years of war. 
Nothing can banish facts like these. 

All that an examination of the existing situation indicates is that 
success is not out of the question. The pessimists who believe that 
Britain is done for as a great and populous nation are no more 
fustified than were the pessimists who thought that Bntain was sure 
to be conquered by the superior might ol German arms when 
Hitlef s legions stood on the Channel and his bombers were ravag- 
ing London. If Bntish leaders and people muster the same stubborn 
determination, the same ingenuity and steadiness, the same willing- 

B 
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ness to do whatever must be done, no matter how unfamiliar or how 
uncomfortable it is, they have the opportunity to win this battle too. 

Many of them know this They realize that, while the opportunity 
exists, the outcome cannot be left to happy chance. No automatic 
process of economic laissez faire can be relied upon m this struggle. 
It will demand keen foresight and careful planning, on which may 
be based an integrated national policy, carried through with skill 
and resolution. Any domestic interest which stands in the way of 
this policy must be subordinated to the public need. By the same 
token, any foreign interest or any policy by the United States or any 
other nation which, even without intent, hampers British survival 
in the effort to build foreign trade will be opposed with bitter resolu- 
tion. Americans m particular, who are accustomed to regarding in- 
ternational trade nvalnes as contests for profits, should understand 
that to the Bntish they will now be a test of the national life. Britons 
will stand on the beaches and fight, if necessary, for enough to eat. 
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AND HOW IT MAY BE SOLVED 


I F we assume that basic conditions do not make it impossible fox 
Britain to export enough so that she can pay for the goods she needs, 
exactly how is this possibility to be realized? What is the nature of 
the planning by which the problem is to be attacked? 

At the very beginning, it will be well to exclude measures some- 
times suggested m the United States, to which the British will not 
resort if they possibly can help it. The plight of British export trade 
has not escaped the attention of students m this country. It is be- 
lieved by many that loans from us would provide a welcome means 
of bridging any gap between the foreign purchases Britain will have 
to make and the means that will be available to pay for them Some 
favor oflEermg such loans. Some are wary lest, through the Interna- 
tional Monetary Fund of the Bretton Woods agreement, the 
United Kingdom may obtain a right to the loans she may need with- 
out the conditions that American bankers might like to impose. All 
such considerations rest on a serious misconception of the temper of 
the British. The British are well aware that one of the chief sources 
of their dfficulty is the extent to which their foreign indebtedness 
has already been increased by the war. The last thing they want is to 
increase their borrowings by a single penny; they want to get out of 
debt. They may be compelled to borrow, but they would ratlier 
begin the long climb out of debt as soon as the war is over. 

Other Americans, in a spirit of far-sighted generosity, have sug- 
gested that this country make a gift to set the Bntish economy on its 
feet again. This suggestion is also unwelcome. To accept a gift for 
this purpose would be to acknowledge a dependency which the 
British do not feel. They know that their whole future might be 
compromised by a habit of walking with crutches. They are firmly 
resolved to stand on their own feet by balancing imports with ex- 
ports, and want to do so at the earliest possible moment. Anyone 
who supposes that the British wanted to continue lend-lease beyond 
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the period of war necessity forgets the conditions under which lend- 
lease aid was extended by the United States. Britain could not ex- 
port any goods of a kind which she received under the Lend-Lease 
Agreement The same inhibitions did not apply to exports from the 
United States. Britain was fretting under this restriction because of 
the fear that it would exclude British goods from foreign markets 
while American exporters were establishing themselves there. The 
end of necessity for lend-lease shipments therefore could not come 
too soon to please those who are guiding Britain’s foreign trade 
policies. 

British planning begins by dividing the near future into two 
periods: first, a transition period, and second, a period in which 
peacetime economy on a full and balanced basis may be achieved. 
The first question asked about the transition penod is whether it 
will be characterized by a sufficient demand for British exports. The 
answer is a strong affirmative. The whole world is suffering from an 
acute scarcity of goods of almost every description. The European 
nations devastated by war will at the beginning need all the daily 
necessities of life England can make no net contributions of food, 
but she can export textiles, clothing, fuel, shipping services, and 
goods of many other kinds. These nations will also need to rebuild 
their factories and transportation systems as rapidly as possible. 
They will require rails, locomotives, structural steel, power plants, 
dectrical equipment, machinery, and other capital goods of infinite 
variety. Almost all of these things Bntam is well equipped to pro- 
duce. There is every prospect that for several years demand will be 
greater than supply. 

Nations in other continents, which have not been ravaged by 
Oemaan armies, have stocks of food and other raw matenals of 
which tfa^ customarily produce an export surplus, but have suf- 
feised seva:ely feom inability to import the manufactured goods 
formerly obtained from the great industrial nations. Their custom- 
ary peacetime purchases of such goods from Europe, Bntam, the 
Unffed States^ and Japan have beoi almost completely cut off dur- 
ing the years of war. They not only have been unable to obtain con- 
mmm" goods like automobiles, typewnters, and textiles, but also 
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have been unable to buy the machinery with which to produce such 
goods. The machinery they already possess has suffered heavy de- 
preciation and obsolescence. Furthermore, almost all such outlying 
countries have ambitious plans for expanding their industrial pro- 
duction and raising their standards of living Their demands for im- 
ports will be almost as insistent as those of the war-ravaged regions. 
The moment the sluices closed by war controls are reopened, 
purchases from their normal sources of supply will pour through 
like a raging torrent. 

The next question asked is whether competition from other na- 
tions in selling the exports demanded is likely to deprive Britain of 
a full share in this active market. The answer to this question is an 
equally firm No Two of Britain's mam prewar competitors will be 
out of commission for some time to come — ^namely, Germany and 
Japan. Though France and Italy did not occupy so prominent a 
place in exports of manufactures, they too will be hampered by a 
temporary loss of productive capacity. Only the United States re- 
mains. Tliis country has greatly increased its capital equipment dur- 
ing the war and is sure to be a formidable competitor m export 
markets. Nevertheless, it suffers a comparative disadvantage in some 
types of goods, is farther geographically from some of the main 
regions of demand, and probably will not export so much that 
British industry cannot find buyers for everything it is able to pro- 
duce in response to foreign requirements. 

Assuming the need of other peoples for goods that Britain can 
produce, how are these goods to be paid for? Mere need is of no 
economic importance, unless it can be translated into effective 
demand. Will the necessary funds be available? The answer to this 
third question is on the whole affirmative. There is little doubt that 
insofar as grants are necessary for immediate relief, the money will 
be forthcoming UNRRA is already set up as an international relief 
agency, and its financial resources are provided for. Relief require- 
ments proper are, however, likely to be short in duration and will 
account for only a small percentage of the total demand But funds 
are also in sight to pay for reconstruction. France and the Nether- 
lands, for instance, though momentarily poor in physical equip- 
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ment, are financially in a good position. 'They both have ample gold 
reserves, and credits have already been arranged both with Bntain 
and the United States, to begin the task of reconstraction. Russia 
has gold resources. Gold is still acceptable in international payments, 
though it IS rejected as a standard for money. There is a strong 
prospect that the International Bank for Reconstmction and 
Development will make or guarantee any loans necessary to 
supplement the financial resources of war-ravaged nations. If this 
agency should not be established, something else is almost certain 
to take its place There is no question of the purchasing power of 
non-European nations like Argentina, Brazil, or India. As a matter 
of fact, they have accumulated huge balances of dollars and pounds 
which they have been unable to spend during the war. 

Though there is no doubt of the financial ability of the rest of the 
world to buy from Bntain, there is much concern about Britain’s 
ability to obtain needed goods in exchange. After all, she does not 
want to export m order to earn money, but rather in order to buy 
what she needs. Take the case of trade with Russia, for example. 
Russia’s credit is good and individual British manufacturers would 
have no hesitation in selling her the enormous amounts of equip- 
ment she IS likely to want, nor would British banks have any hesita- 
tion in financing such transactions. Nevertheless, those responsible 
for Bntish trade policy see no advantage in shipping the products of 
Bntish labor to the Soviet Union, unless they can obtain in return 
something tliat British workers can eat or wear or live in. A diet of 
gold or promises to pay is not nounshing. Specifically, Britain im- 
ported from Russia before the war large quantities of timber and 
hides. She could use both to great advantage in her domestic recon- 
struction program, but there is doubt how soon Russia can resume 
eiqiorts of this nature. 

Sudi problems are not necessanly insoluble, as long as the possi- 
bilities of multilateral exchange remain. Bntain may be able to take 
her immediate payment in Russian gold and use &at gold to buy 
what ^e needs from other sources. The same may hold true of re- 
constoction trade m other European countries 'The process, how- 
ever, is not indefimtdy extensible. However much money or its 
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equivalent Britain may be able to acquire from selling abroad, she 
must be able to spend it somewhere for what she wishes to consume 
or it will be of no use. 

Another difficulty exists in the case ot countries like Argentina, 
Egypt, or India, which have accumulated large balances of sterling 
in London received in payment for goods sold to Britain during the 
war. If exchange restrictions were to be abolished with the coming 
of peace, these countries could use their hoards of British currency 
in order to buy what they wanted from Britain, without sending any 
goods in exchange, until their war gains were exhausted. Gr they 
might exchange the pounds for dollars and buy from the United 
States. The purchasing power resulting from the blocked sterling 
balances is of no use whatever m solving Bntam's import problem. 
England needs Argentine beef and grain and Egyptian cotton, and 
would like to employ her resources to pay for such goods instead of 
merely to settle past debts. 

The problem of dealing with the blocked sterling balances there- 
fore emerges as one of primary importance. Some agreement liimt- 
ing their use must obviously be made between Britain and her 
creditors. Britain, as a large customer of the countries in question, in 
peace as well as in war, is m an advantageous position to make such 
an agreement. Whereas Argentina, Egypt, or India might profit as 
nations by obtaining needed goods from England without giving 
anything currently in exchange, the growers of Argentine beef or 
Egyptian cotton would not look upon such an arrangement with 
favor. They need to sell their products year by year, just as Britain 
needs to buy them. It is therefore probable that the sterling balances 
representing war debts to these countnes will be funded as long- 
term obligations, so that an arrangement for interest and amortiza- 
tion may reduce the problem of payment to manageable propor- 
tions. There are, of course, other possible means of achieving the 
same result. 

Some Bntish writers also suggest that agreements be negotiated 
limiting the use of these funds to purchases in England instead of 
allowing them to be exchanged for dollars or currencies of other 
countries, which may be spent elsewhere. It is difficult to see the 
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force of this suggestion, since anyone who exchanged other curren- 
cies for the sterling in question would have to purchase English 
goods in order to realize on his bargain. The amount of the total 
claims against British production would neither be increased nor be 
decreased by the absence of any restriction of this kind. 

The next question is concerned with the possible speed of recon- 
version from war production to civilian goods. Can British plants 
and labor be turned back quickly enough to take advantage of the 
foreign demand which is foreseen^ The question is one of great im- 
portance in view of the fact that British productive capacity was 
probably more completely mobilized for war purposes than that of 
any other nation, with the possible exception of Germany. There is, 
nevertheless, little concern about the ability to remobilize promptly 
for peace. A considerable percentage of the war industries can turn 
to the output of goods needed for relief and reconstmction without 
any long delay in reequipment or retooling. This is tme, for in- 
stance, of industries supplying nondurable or semidurable con- 
sumers’ goods such as textiles and clothing, and of industries supply- 
ing many capital goods like coal or iron and steel. Even locomotives 
and motor trucks were demanded in large quantities for war pur- 
poses. It probably will require less time to complete the technical 
processes necessary for the shift from war to peace than it did to 
change from peace to war. In this respect, the relative backwardness 
of mass-production processes m Bntain is an advantage rather than 
a disadvantage. It is much easier to reset ordinary tools and ma- 
dhines than it is to produce new special-purpose machinery and re- 
equip whole production lines. 

The chief problem in reconversion will probably be found not in 
making ready the necessary physical equipment, but in the redistri- 
teidi of labor. But in this respect, also, Bntain has an advantage. 
Before the war she had a more highly developed system of labor ex- 
change than most other nations. The very extent of her wartime 
labor controls, which will not be abandoned at least until reconver- 
sion h wdl ahmg, will arable her to guide the redistribution of 
to the pbces where they are most needed Demobilization 
of the armed forces will be as rapid as possible and should not be 



41 


And How It May Be Solved 

delayed because of any need of supplying jobs to men The urgency 
will rather be to find men for jobs. A moderate amount of transi- 
tional unemployment is anticipated, but most experts believe that 
it will quickly be absorbed. 

No great difficulty is thus anticipated m the existence of a foreign 
demand for British goods during the transitional period, in the 
means of financing these exports, or in the ability to produce them. 
The real trouble is looked for in quite a different direction. What 
the British economists fear during this period is rather that the in- 
ternal demand for British products will be so great that there may 
not be enough goods left for the export market. The domestic popu- 
lation has long been deprived of satisfactions beyond those barely 
necessary to sustain health and the ability to work. At the same 
time, it has enjoyed a large income from full employment and has 
laid aside its surplus in vast amounts of savings. The chances are 
that full employment will continue after the war and that the 
potential purchasing power of individual consumers will be rela- 
tively high They will want more and better things to eat. They will 
need to replace clothing which has been worn threadbare. They will 
rush to buy ordinary household necessities like sheets and towels, 
which have been growing scarcer and scarcer. They will want new 
furniture to replace that which has been broken, as well as many of 
the less utilitarian articles like automobiles and radios, which have 
been unobtainable for six years. 

In addition, the government will enter the market to supply a 
huge aggregation of consumers^ wants. It will have a great rebuild- 
ing and housing program and will demand many new teachers and 
doctors. At the same time, it will decrease the supply of labor by 
sending more people to school and providing more retirement 
pensions. 

The consequence of the immense backlog of internal wants, rein- 
forced by ample purchasing power m the hands of consumers and 
of their governmental agencies, will for some time be an effective 
demand for goods greatly in excess of supply. The natural result, if 
nothing is done to control the process, will be an immensely profit- 
able home market for British manufacturers, stimulated both by 
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large volume and by high paces. These consumers will also demand 
a larger quantity of imports than ever before. In addition to neces- 
sities, they will want luxunes or semiluxuries of many kinds, such as 
tropical fruit. If housing is to be built twice as rapidly as before the 
war, there will be a need for importing twice as much timber. 

Americans often picture English businessmen as shrewd and 
rapacious exporters prowling about the world to see what markets 
they can wrest from us. Some of them are like that, but in London 
most of them are seen as people out of touch with foreign buyers 
and demands, who will prefer to sell in a booming home market 
rather than to take the trouble and risk of seeking customers beyond 
the seas. Vital though foreign trade is to Britain, her exports of 
goods m 1938 did not amount to more than 12 or 13 per cent of her 
national income. A correspondingly small amount of the available 
personnel and effort was devoted to foreign trade, and skill in ex- 
ploiting it was not shared by many businessmen. Historically, ex- 
ports from Britain arose in the main, not because they were pro- 
moted either by individual producers or as a national policy, but 
rather because England was the oldest manufacturing nation and 
customers were attracted by the desire for what she could produce. 

It is obvious to all who have given the subject any thought that 
measures will have to be taken to restrict internal demand both for 
domestic goods and for imports in order to maintain the necessary 
foreign-trade balance. Other measures will be necessary to induce 
manufacturers to sell abroad goods that they might otherwise sell 
at home. Capital and equipment will have to be directed into export 
industries. In addition to all this, it is of the utmost importance to 
increase the production of goods needed for both domestic and 
foreign markets so that the limited supply of labor may produce the 
greatest possible amount of wealth Domestic consumers must in 
any case endure some sacrifice of potential satisfactions if their wel- 
S^re is to be served at all. But it will be impossible to ask them to 
sacmfice so much that there will be a pohtical rebellion which 
would disorganize the entire British economy. 

Measures of many kinds are suggested to accomplish the ends 
m vi^. The existence of war controls provides a number of the 
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requisite measures ready made It will, for instance, be possible to 
limit consumers' demands by continuance of rationing. It will also 
be possible to avoid an inflationary price rise which would attract 
too much of the producers' resources to the domestic market 
through the profit incentive Existing price control will be available 
for this purpose. Exchange control and other means of governing 
the kinds and quantities of imports will have to be continued. It will 
be explained in a later chapter how the government's power to lease 
war factones, build new plants, determine priorities in the use of 
matenals, and extend financial aid will be employed to encourage 
the growth of production in the Development Areas. The same 
devices may and probably will be used to favor the growth of in- 
dustries serving export markets. In addition to all this, an effort will 
be made to make the way easier for exporters. The Department of 
Overseas Trade, established after the first World War, is making 
intensive studies of foreign markets and is consulting with British 
manufacturers about their export problems. Credit facilities not 
already available for carrying on such trade will be provided. 
Methods of marketing abroad which will facilitate the task for small 
and medium-sized concerns are being explored. 

If measures like these are to be used intelligently, it is clear that 
those who apply the several controls and the aids to industry can- 
not go their own ways without coordination about a well-designed 
program. There must be some means of judging what imports are 
to be allowed and what imports must be restricted. While the 
demands of the consumers in retail markets must be controlled, 
they cannot be held at too low a level. The same logic holds for 
every other item in a possible program. The situation will resemble 
the problem of the war economy in every respect except one — ^that 
is, the objective in view. There will be a shortage of labor, of pro- 
ductive facilities, and of goods, m relation to the total demand. 

The problem will be to adjust the supply to the most essential 
uses. In order to do this, there must be something corresponding to 
an over-all production program. Planning must govern, in one way 
or another, almost the entire national economy. In war, the produc- 
tion program is dictated by military necessities. The army and navy 
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need certain weapons and ammunition. They need certain amounts 
of food, clothing, and supplies Certain amounts of necessities must 
be allotted to civilian use All these things must be translated into 
the employment of shipping and other transport and into produc- 
tion schedules for individual industries. How is a similar production 
program for peace to be set up? 

British economists and planners are already busy trying to design 
working models as a basis of postwar planning One method sug- 
gested is to center attention on the national income and its dis- 
tribution among the various essential uses. It is known approxi- 
mately how much was produced in a prewar year and how this prod- 
uct, in terms of its money value, was divided among major items 
like consumers’ expenditures, investments in new capital, and 
governmental expenses. It is possible to estimate how large the labor 
force will be after the war, how greatly its productive power will 
have grown, and hence, how large the national income will be. It is 
possible also to estimate how much will be required for repairing 
war damage and providing new capital equipment, how much must 
be spent on the armed forces and other governmental functions, and 
how much will be left to satisfy the daily demands of consumers. 
Within this framework, the export-import balance may be worked 
out and guides for rationing and other controls may be developed. 

Such estimates must be extremely sketchy at the beginning, and 
are valuable more as indications of the way in which the problem 
may be attadced than as a definite program governing the allocation 
of the nation’s resources and productive power. Even after the 
utmost possible refinement, they will remain tentative and must be 
altered as expenence demonstrates flaws and reveals new needs. 
Planning of this fand is not like an architect’s blueprint in which 
m&y detail is specified, and which is followed as exactly as possible 
while the buflding is under construction. It is not a rigid advance 
(fctetnrination of what is to be done. Rather it is a trial formulation 
to be used as a rough guide in the determination of policies, and 
on^ to be altered continually as experience is substituted for fore- 
east* But in all these r^pects, it is not essentially different from the 
wwmic ^nmmgrnddental to war, at which the British have loiag 
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and reasonably successful training. No one in 1939 could have pre- 
dicted the exact shape of the war economy in 1945, and the produc- 
tion schedules laid down at that time bore little resemblance to 
those eventually in effect. Nevertheless, this uncertainty did not 
deter the formulation of programs and the continuous regulation of 
the national economy in accordance with the requirements of 
advance planning. In peace as in war, it will be necessary to visualize 
the economy as an integrated whole and to go to work at it m a co- 
ordinated manner, in spite of the knowledge that plans must change 
as the future unfolds and that it is impossible at the beginning to 
foresee all subsequent changes which the actual situation will bring 
about. 

It may be interesting to review briefly one tnal budget of this sort 
for the British national economy.* This estimate starts with the 
figures of the national income as it stood in 1938 — ^the last prewar 
year. In that year, the total national income was estimated at 
4,604,000,000 pounds. It was made up of the following principal 
components: the output of goods and services involving the use of 
wage labor was valued at 3,814,000,000 pounds; other home- 
produced output was valued at 510,000,000 pounds; pay and main- 
tainance of the armed forces was 80,000,000 pounds; and net in- 
come from foreign investments was 200,000,000 pounds. The total 
of these four categories represents the sum of the incomes actually 
received by employees and all other persons, for the current output 
of goods and services. 

In order to estimate similar figures for a postwar year, it is neces- 
sary to make the most reasonable assumptions about probable 
changes in these items. First, let us consider the output of goods 
produced by wage labor. It is assumed that full employment will 
exist. The number killed and permanently disabled in war will just 
about equal the normal growth of the working population, and so 
there will be no net change on either of these accounts. Allowances 
are made for temporary war disablement, leave granted to men de- 
mobilized from the armed services, the increase in the numbers of 

* '*The Framework of a Four-Year Plan/^ Planning No 233, London, PEP 
(Pohtical and Economic Planning), 1945. 
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these services above 1938, and the number of boys and girls who will 
be withdrawn from work on account of the raising of the school- 
leaving age to fifteen. Against these losses is set an estimate of the 
number of women employed for the first time during the war who 
will probably wish to remain in industry. Finally, a deduction is 
made for frictional emplo3TOent incidental to demobilization. The 
conclusions are that the industrial working force will be 16,100,000 
in 1946, 16,400,000 in 1947, 17,100,000 m 1948, and 17,400,000 in 
1949 The further assumptions are made that the average length of 
the working day will be the same as in 1938 and that the production 
of the workers per man-hour will have increased on the average by 
1.5 per cent annually. The net result of these calculations indicates 
a total output for 1945 which is 95,000,000 pounds less than in 1938. 
In 1946 the total will be 90,000,000 pounds more than in 1938, and 
then it will nse rapidly until in 1948 it reaches 900,000,000 pounds 
more than the last prewar year These figures all take no account of 
the increase in prices during the war. 

Similar corrections based on reasonable assumptions are made for 
the change in other home-produced output, the pay of the armed 
forces, and the loss in net income from foreign investments. A cor- 
rection IS then made for the 45 per cent increase in prices which has 
occurred, and in which it is assumed there will be no change. On 
this basis the postwar national income would be as follows: 

Millions of Pounds 

1945- 46 8,180 

1946- 47 8,145 

1947- 48 8,285 

1948- 49 8420 

flavin^g arrived at a figure for the total income which will be avail- 
able, it is then possible to suggest how it ought to be allotted among 
the various important uses. Of primary necessity is the repair of 
war damage, slum clearance, housing, and the new investment m 
industry that will be required to enlarge its output and increase its 
efficiency. There will also need to be heavy eiqpenditures on rail- 
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roads, roads, and shipping as well as on the development of hydro- 
electric power and rural electrification. Estimates are made, there- 
fore, for a considerable increase in capital investment, by both 
government and pnvate agencies. This increase, however, is not set 
so high that it will prevent any improvement of the standards of 
consumption enforced on individuals by the war. The estimates 
allow for an increase of lo per cent in consumption in the first post- 
European-war year and increases in the subsequent three years of 
20 per cent, 25 per cent, and 30 per cent respectively. All these in- 
creases are based on 1943- It is assumed that imports will exceed ex- 
ports, and hence that there will be a net deficit in foreign payments. 
Expenditure by government on the armed forces and other neces- 
sary functions is of course accounted for. Putting together these 
figures, we arrive at an allocation of expenditures out of the ex- 
pected national income which looks like this: 


ExpendttuTes 

1946 

Millions of Pounds 
1947 1948 

1949 

Consumers* goods and services 

4-790 

5,220 

5-450 

5-655 

Pnvate and public investment 

240 

1,200 

1-485 

1-375 

Public expenditure on other goods 
and services 

3450 

1,950 

1,500 

1,500 

Foreign balance 

-300 

^225 

-150 

-110 

Net national expenditure at current 
prices 

8,180 

8,145 

8,285 

8,420 


On the basis of an analysis of this kind, it is possible to suggest 
more detailed allocations. For instance, consumers' expenditures 
may be broken down and estimates made of the productive re- 
sources necessary to satisfy their several demands. It is possible to 
allocate the amounts intended for the various kinds of capital ex- 
penditure, and to work out in more detail the amount of imports 
and exports which must be available for the maintenance of a trade 
balance. Sketchy though these large aggregate figures are, they do 
illuminate the nature of the problem and indicate what are the 
alternative choices. For instance, if consumers are to have larger 
satisfactions than would be indicated by such a table, there must 
either be a smaller amount devoted to rebuilding and new capital 
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equipment or there must be a larger total national income. If it 
turns out that the national income is smaller than the estimate, cuts 
must be made in one or more of the various subdivisions of total ex- 
penditure. 

Other economists might make different assumptions and dif- 
ferent calculations, but whatever the figures chosen, the nature of 
the problem remains the same. There must be an internal equilib- 
rium in the uses to which a national income of any size is put. In 
Britain particularly, the working out of this equilibrium must pay 
special attention to the subject of this chapter, that is, the main- 
tenance of a balance between exports and imports, which will pro- 
vide for suiEciently large imports to meet the needs of British con- 
sumption, and exports that are not so large as to drain out of the 
country the goods which will be required by any given level of 
Bntish expenditure. 

The figures in the preceding pages, however rough and conjectural 
they may be, illuminate one conclusion with great clarity. There is 
no possibility of constructing the kind of nation the Bntish expect 
to build at home, and at the same time acquiring the necessary im- 
ports on the basis of a balance m foreign trade, without conscious 
planning of the national economy as a whole. The housing program, 
the satisfaction of consumers’ wants for penshable goods, the main- 
tenance of full employment, the demands of a full-employment in- 
come for imports, and the requirements of a sufficiently large export 
program for labor and productive equipment, will all jostle and 
push one another like a crowd trying to get into a theater in which 
there is not enough room for all. The outside limiting factor is the 
total productive capacity of the British economy. Order must be 
maintained by the use of priorities and allocations. 

To rely entirely upon a free interplay of demand, supply, and 
price to provide automatic regulation in the markets oTa private 
economy would be to commit the nation to almost 
certain disaster. Such a policy might in the long run achieve some 
of aquflibnum, but only at the cost of most of the objectives on 
which Britijsh hearts are set It would, for instance, be quite possible 
to aehkye a balance between exports and imports at a level so low 
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as to involve starvation and unemployment for a large section of the 
population, or it might be possible to arrive at reasonably full em- 
ployment at the cost of retaining and enlarging the slums, and an 
extremely low level of consumption by the wage earners. Laissez 
faire is always tending toward equilibrium of some sort, but the 
terms of equilibrium and the process of getting there are frequently 
not compatible with desirable social objectives. The only way to 
achieve an equilibrium which will devote the national productive 
resources to the uses desired by a majority of the population, in the 
order of preference of those desires, is to plan in advance the ob- 
jectives and the means of achieving them. 

It is estimated that the transition period may last from four to six 
years. What about the foreign trade problem when it comes to an 
end? By that time important changes will have taken place in the 
whole situation The foreign demand for goods needed for relief 
and reconstruction will presumably have fallen to negligible propor- 
tions Other mdustnal nations will be reviving as competitors for 
exports The backlogs of demand, both domestic and foreign, will 
presumably have been taken care of The world must settle down to 
a system of trade and of payment therefor which is much less 
affected by war emergencies, and the economy must be expected to 
perpetuate itself on a sounder basis if the welfare of the peoples is to 
be served Within Britain itself, the war controls made possible by 
the existence of scarcities will have lost much of their effectiveness, 
and many of them may have been abandoned. Then will come the 
real test of Bntam's ability to sell enough abroad so that she can 
continue to buy what the nation must have. 

If the ideas of the more far-sighted British leaders prevail, the in- 
tervening period will have been utilized to lay the soundest possible 
foundation for holding and expanding export markets m this longer 
future. Export industries will have been made more efficient by 
better organization and by equipment with the most advanced 
technical processes. Widespread market research will have been 
conducted, and foreign commercial contacts will have been im- 
proved. The industries whose products are likely to be demanded in 
greater volume m the future will have had special attention. Costs 

E 
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of production will have been reduced by higher productivity per 
man-hour, while maintaining a relatively high wage level. Exchange 
rates for British currency will have been so fixed that the pound is 
not overvalued, as it was after the last war, and British exports will 
suffer no competitive disadvantage on this account. 

There is much discussion of the possible use of new instrumen- 
talities for maintaining foreign trade even in this penod In view of 
the absolute necessity for maintaining it, many Englishmen are not 
willing to rely solely on the chance of success in a competitive ex- 
port market. 'The prowess of Amencan industry is so highly re- 
garded in Britain that its competitive potentialities in foreign trade 
are, to say the least, not underestimated. 

One of the special measures most discussed as a means of elimi- 
nating the risks of the market is that of bulk buying by govern- 
mental agencies (already employed during war), possibly accom- 
panied by some form of barter agreement. ’The government, for 
instance, would know m advance how much wheat or beef it was 
going to be necessary to import. It would go to Argentina and other 
countnes producing such commodities and offer contracts for 
purchase of the required amounts, at specified prices. This would 
stabilize the factors of demand and price for the foreign producers 
in question, and would give them assurance of an equivalent 
amount of purchasing power for British products. The agreement 
might further specify m general how this purchasing power was to 
be utilized. Thus, Britain would be assured of the goods she needed, 
and the foreign producers would be assured of payment by Bntish 
goods. No uncertainties of fluctuating prices or of cut-throat com- 
petition would interfere with tiie legitimate human satisfactions on 
both sides. The same kind of process could be utilized in the 
purchase of any kind of raw iiKitenals which can be graded and 
standardizoL 

O^nente of such measures argue that they are discriminatory 
a^inst exporters, of other countries and will invite retaliation. Bulk 
sdliB^ too^ fe not easily adaptable to the miscellaneous and in- 
fini!% vatied kinds of goods which Britain is equipped to makp 
^Ivance purch^es of large quantities are lik^y to r^ult in a higher 
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average price paid for the matenals in question than would a large 
number of small purchases made by keen traders and timed to take 
advantage of the market. Moreover, this sort of interference with 
the free play of trade restncted the total volume of foreign com- 
merce before the war and would be likely to have the same effect 
after it. 

Nothing IS more essential to Britain’s interests than that the total 
of world trade be increased. On this point, all Bntish students of the 
foreign-trade problem are agreed. They expect to be well prepared 
to maintain exports, as far as the internal economy is Concerned. 
But the demand for these exports will ultimately depend on a 
healthy and expanding world economy. No matter what the condi- 
tions of competition may be and no matter what trading methods 
may be employed, Bntain would have an extremely difficult task in 
achieving at least 50 per cent more exports of goods than before the 
war if the total of world trade were to revert to that low level. 
If, on the other hand, the total of world trade expands by 50 
per cent or more, the demand for British goods would naturally rise 
with it, and the problem would probably be solved, even without 
any special preparation. 

In assessing the chance of survival in the long future, the British 
therefore concentrate their attention on the factors that determine 
the volume of world trade as a whole. For the desired expansion 
other nations must assume as large a responsibility as theirs. At this 
point the policies of the United States enter the discussion. 



WHY BRITAIN FEARS AMERICA 


B RITAIN and the United States are the two greatest industrial 
nations in the world Together, they dominate international trade. 
The Soviet Union has also built up an important industrial system, 
but its economy is so nearly self-contained that its exports and im- 
ports have never had nearly so much influence on economic condi- 
tions in other nations as have those of the two English-speaking 
democracies. Even before the war, the foreign trade of the United 
States and the United Kingdom combined accounted for about one- 
quarter of all the foreign commerce of the globe. For some years 
after the war, their chief industrial nvals — ^Germany and Japan — 
will not be able to recover their former position. If there is to be 
bitter competition for exports of manufactured goods, Bntain and 
the United States will be the chief competitors Indeed, they will be 
almost the only ones of any importance. If world trade as a whole is 
to be expanded, most of the initiative must come from them. If 
world trade stagnates or contracts, the chief cause of the inactivity 
will arise from the policies they ^opt. 

Americans pride themselves on the achievements of their industry 
and the high standards of living which prevail in this country, under 
prosperous conditions. They are conscious of the enormous output 
recently achieved for war purposes. But it is a little difEcult for the 
American at home to^ understand how large his nation looms when 
it is seen from outside. In military and naval power, it has come 
close to being an arbiter of the world's destiny This power, how- 
eva, was not a consequence of the mere size of its armed forces. The 
Soviet Union and Germany both put more soldiers into the field. 
AruOTcan military power would not have been nearly so great if it 
had not been for the highly developed capacity *of this country for 
medhanical production We begin with vast and varied stores of 
natural resources. In this respect, Britain is infinitely poorer. Out of 
these, the population has erected a far'greato: manufacturing 
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capacity than is possessed by any other nation The development of 
machinery and technique is such that our output per labor-hour is 
on the average much higher than that of any other country. The 
purchasing power of our domestic market is the largest in the world. 
Our population is three times the size of Britain's, and its average 
income per capita is much higher. We have accumulated great 
stores of financial capital and have for so many years been the final 
destination of so much of the world's gold that we have had to bury 
it in the ground because we did not know what else to do with it. 

A few figures may illuminate the preponderant weight of the 
United States m the economy of the world. During the years 1925 
to 1929, the net value of industrial production in this country was 
46 per cent of that of all the nations. It is indicated by rough esti- 
mates that in 1929 the national income m the United States was 
equal to that of twenty-three other countries combined, including 
Great Britain, Germany and France. This comparison is in terms of 
dollars rather than of real goods and services, and would have to be 
corrected for relatively high prices m this country if one were 
measuring the material satisfactions available to the inhabitants of 
the several nations. Nevertheless, it emphasizes the dominating im- 
portance of Amencan purchasing power. 

Calculations by the United States Department of Agriculture for 
the years 1927 and 1928 show that this country's consumption of 
nine principal raw materials and foodstuffs was 39 per cent of the 
total of the fifteen most important commercial nations Even the 
exports of the United States, though they were not nearly so large 
relative to our national income as those of several other nations, ac- 
counted for 15 6 per cent of the total exports of the world m 1929. 
We do not think of ourselves as being dependent upon foreign im- 
ports, yet in that year we bought 12 2 per cent of the world's imports 
and were second as an importing nation only to Great Britain. As 
importers of raw materials, we were far in the lead, buying as much 
as the United Kingdom, France, Germany, Japan, and Canada com- 
bined. 

It is traditional in the United States for American producers to 
fear British competition in both home and foreign markets. For 
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some reason, the British businessman is expected to get the better of 
every bargain If the producers in a country with such great achieve- 
ments and so many natural advantages as the United States feel this 
way about British competitors, how much more reason is there for 
Bntish businessmen to fear American competition? Conscious of 
their own extraordinary difEculties, and looking across the ocean 
at the Western giant, many of them are inclined to despair of 
survival m a postwar competitive struggle. Certainly a large percent- 
age of British industrahsts would like, if it were possible, to avoid 
entenng such a race at all by shutting out American competition. A 
large proportion of the public is affected by their opinions. 

'Die leaders of Bntish economic thinking, however, who are in- 
fluential in shaping governmental policy, have a more sophisticated 
view. They would share the fear of American competition if world 
markets were to be small or shrinking, but they have no objection 
whatever to an expansion of Amencan exports, provided the in- 
habitants of the United States are willing to take an equal value of 
goods and services in exchange, either at the time or subsequently. 
An expansion of exports means an expansion of imports too, as long 
as our foreign trade is balanced. Though the foreign commerce of 
the United States is small relative to its total income and produc- 
tion, this country was even before the war one of the two most im- 
portant markets for the ecports of other nations. If, after the war, 
our foreign trade grows and is balanced, any conceivable increase of 
our exports will mean that we buy as much more than formerly from 
fordgn producers. 

fn that case we shall buy more from English manufacturers them- 
selves. We shall also buy more from other countnes in Europe and 
from Latin Amenca, Asia, ani Africa. The maiiets for British ex- 
ports in aH th«e r^^ons will thus increase. Indeed, one of the chief 
conditions of expanding economic activity throughout the world is 
that both the United States and Britain should buy more from it. 
And an expanding economy will provide the essential condition for 
the necessary inaease of British exports. The Bntish economfets do 
not oqiect us to buy without selUng, any more than they expect 
Brftam to do so. They know that such a practice could not continue 
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for long As long as trade is active, they are perfectly willing to run 
the risks of the marketplace and to negotiate with us m a friendly 
spirit about controls where controls are thought desirable. 

The British for their part are eager to buy all they can. They fear, 
however, that Americans are not. For many years m the past, we 
have tried to export without accepting payment for all we sell. The 
dread that we shall continue this endeavor haunts the British lead- 
ers. Before the First World War, when the United States was a 
debtor nation, it was a normal procedure for the country to export 
more goods and services than were imported. In those circumstances, 
a surplus of exports constituted a payment of interest and pnncipal , 
abroad. Now that we no longer have to pay any balance of debt 
charges to foreigners, we can maintain a true export surplus indefi- 
nitely only by giving our goods and services away. That means that 
we increase the supply of goods in international markets without 
correspondingly increasing the demand. In this way we can spoil 
Britain's export market. This is unfair competition of much the 
same kind that is practiced within a country by a great private mo- 
nopoly when it puts the small fry out of business by selling below 
its costs. 

How do we give away goods or services abroad, in the ordinary 
course of events? There are many ways, some obvious, some subtle. 
We can do it by governmental subsidies of shipping or of exports of 
wheat and cotton. We can do it by financing our exports with loans, 
when the country to which we lend cannot produce a surplus for ex- 
port large enough so that the loans can be repaid, or when our tariffs 
are so high as to shut out what it does produce. We can do it by 
making presents of government property to export industries — ^as in 
the disposal of war plants or equipment at uneconomically low 
pnces. AH of these methods we have used and seem likely to^use 
again. 

Why should we want »to give goods away — except for relief pur- 
poses? It may occur without any conscious intention, simply on ac- 
count of the interplay of vanous interests. Producers who seek profits 
through export may influence the government to push their foreign 
sales through subsidies or loans. Other producers who fear the com- 
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petition of imports may induce the government to assist in keeping 
them out through protective tariffs. The resulting action of our 
economy, viewed as a whole, is that we sell more than we buy. There 
IS also a possibility that we may adopt the course of maintaining an 
export surplus as a deliberate national policy. Here lies the dramatic 
contrast between our situation and that of the British. Their na- 
tional need to export is a direct consequence of their need to buy 
abroad. They are suffering, and fear that they will continue to suffer, 
from a deficiency of goods. But we fear that we can produce more 
than we can find means of distributing to our own population. If we 
are to have a national policy of giving away exports, it will be because 
we think we cannot otherwise fully employ our factories and farms, 
and the men and women who work in them. We shall then, as the 
British say, be exporting unemployment. They see no moral justifi- 
cation for such behavior. 

It is up to us, they believe, to solve our unemployment problem at 
home, as they plan to solve theirs. That may involve drastic read- 
justments in the nature of our production, or m our distribution of 
income, or in our public fiscal policy, or in our tariff, or in all these 
things and more besides But it is absurd to assume that a nation 
must permanently produce more than it consumes in order to save 
its people from want. There is, m the long run, no escape from 
tacklmg any necessary internal readjustments. If we avoid the neces- 
sity for awhile by giving away our surplus, the reckoning will be all 
the more severe, for we shall ruin the rest of the world m the process, 
provided it continues to consent to accept our charity. 

At this point it IS necessary to say something about the process of 
foreign investment. Whenever in any given year a nation lends 
moreabroad than it borrows abroad, its exports of goods and services 
mi«t be larga: than its imports. Only in this way can the transfer of 
payments arise that is necessary to convey the proceeds of the loans 
to the foreign country. |Of course, we are not speaking here of mere 
book credits which are not usdd to buy anything.) There is no ob- 
jection on the part of British economists, nor can there be any 
sound objection, to international investment of the right kind. 
Many other parts of the world wish to build up their industnes and 
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their productive power, and America has plenty of surplus capital to 
lend them. Investment of productive capital is the only way in 
which the wealth and income of the world can grow, just as it is the 
only way m which to increase wealth and income within a nation. 
It is a basic condition of an expanding world economy. A surplus of 
exports from the United States ansmg in this way cannot injure 
anyone. 

The danger is, not that we shall make foreign investments, but 
either that we shall make investments which are so unsound eco- 
nomically that they do not add to the productive capacity of the 
world, or that even though we make productive investments abroad, 
we shall not do our share in absorbing the increased product by 
increasing our foreign purchases as our foreign investments grow. If 
either of these mistakes is made, the ultimate consequence will be 
that repayment of the loans will be defaulted and, as a result, the 
outflow of new investment will shrink. A shnnkage of new invest- 
ment is precisely the chief activating cause of depression. This is as 
true internationally as it is within the nation. 

It would be possible gradually to bring to an end a net outflow of 
foreign investment from any given country without damage to the 
world economy, provided that country at the same time increased its 
purchases from abroad enough to balance its foreign trade at the 
previous high level of its exports. This would mean in effect that it 
was substituting, on a world scale, an increased consumption ex- 
penditure for the investment expenditure which had been with- 
drawn. If the country m question wanted repayment of the loans it 
had made, it would have to go even further and buy more abroad 
than it sold there. This was exactly the practice of Great Britain 
before the war But if a nation suddenly reduces its foreign lending 
without simultaneously increasing its foreign buying, it diminishes 
the amount of purchasing power in circulation, and so exerts a de- 
pressing effect on all the nations that have trade relations with it. 

The fear that the United States may pursue this course is not 
merely an imaginary one, but rests upon what we actually did during 
the decade just after the First World War. The immense purchases 
which had been made in this country dunng the war by the other 
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belligerents were financed largely by American loans to them, and 
we emerged from the war a creditor nation, at least on the books. 
After the sharp but brief postwar depression of 1921, a large amount 
of private foreign investment was added to the governmental war 
debts. From 1919 until the end of 1929, we provided approximately 
7,500,000,000 dollars of new capital to other nations by means of 
foreign loans floated m this country. This was greater than the total 
of the foreign loans made m the same years by all the other capital- 
lending countnes combined In addition, Americans made a large 
volume of direct investment abroad. Thus during a relatively brief 
period we became a leading creditor nation, with foreign invest- 
ments about equal to those built up by Great Britain dunng the 
whole preceding century. There was an annual increase in the for- 
eign lending of this country in every year from 1919 to 1927, with the 
single exception of 1923. It would not be too much to say that the 
purchasing power, m terms of dollars, thus supplied to the rest of 
the world was a major factor in the economic reco^^ery that charac- 
terized the penod in question. The stimulating effect of this new 
investment was of course accompanied by the sustaining power of a 
large volume of American imports which resulted^ — ^m spite of our 
high tariffs — ^from the need for materials by an expanding American 
industry and the growing purchasing power of American consumers 
of tropical foods. 

While there is no doubt that the world needed capital and that it 
was entirely proper for the United States to invest abroad, the in- 
vestment pohcies actually pursued were anything but far-sighted. 
An authoritative description of the process is contained in The 
United States in the World Economy, published by the U.S* De- 
partment of Commerce: 

"^Eirticed by the prospect of commissions much higher than those 
av^ble on domestic issues and faced with the necessity for a con- 
tinpous flow of new securities to keep large staffs of bond salesmen 
ppployed^ American ipy^tment bankm had their agents ‘sitting 
on the doorsteps! of prospective borrowers, as one observer put it, 
offering them money and many times persuading them to borrow 
more titen they actually meeded. The bonds were widely distnimted. 
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in turn, to the American investing public, which was attracted by 
the high yields obtainable and apparently willing to rely on the 
judgment of the selling bankers as to the safety of the loans. 

''This uncontrolled and extremely competitive method of foreign 
lending led almost inevitably to unwise, and frequently to wasteful, 
use of loan proceeds and to overborrowing by many countries. Evi- 
dence presented at heanngs held before the Senate Finance Com- 
mittee in 1931 and 1932 contains many references to such situations. 
Funds provided by loans to Cuba and Peru appear to have been 
spent in a particularly wasteful and extravagant manner. And re- 
gardless of the basic worth of many of the projects made possible by 
foreign loans, it was obvious as early as 1926 that many countries 
were borrowing far more than they could reasonably be expected to 
repay This overborrowing was recognized by authorities in the 
borrowing nations themselves — in Peru and Germany, for instance 
— ^but these authorities were either unable or unwilling to stem 
the flow of American capital into their countries. Moreover, the gov- 
ernments of some countries that had been consistently large bor- 
rowers for several years were probably fearful of the shock to their 
economies likely to result from a sudden cessation of capital in- 
flow.^' 

This activity continued into 1928, but by the middle of that year 
the speculative boom on the New York stock market began to offer 
such apparently magical possibilities of quick profits and attracted 
so much money that foreign investment began sharply to fall off. At 
the same time, the unsoundness of many of the investments which 
had been made began to appear more clearly, and appreciation of 
this fact discouraged more of the same kind. The disturbing effect of 
this sudden stoppage in the flow of foreign loans was somewhat 
masked by the continuance of a high level of imports into the United 
States up to the middle of 1929. Then, however, with the coming of 
the crash, a sharp diminution of purchases by Americans abroad was* 
added to the restriction of the flow of capital Within three years 
the supply of dollars furnished to foreigners by American loans and 
imports combined was reduced by 68 per cent annually. Thus we 
unsettled the economy of the entire world. The nations upon whom 
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this blow fell suffered an acute shortage of dollars with which to 
meet their debt charges to us and with which to buy what they 
needed here and m other countries. Payments on many of the debts 
were necessanly defaulted. 

It then appeared that what we had been doing in effect was to 
maintain a surplus of exports over imports financed by foreign in- 
vestment, much of which could not be repaid. We had, in other 
words, given away goods and services. While the process was going 
on, our exporters enjoyed an unfair advantage over those in other 
countries who could not so freely offer loans in exchange for orders. 
This was not too serious as long as total trade was expanding. No 
doubt the rest of the world would have had little objection if the 
process could have been continued indefinitely. The chief trouble 
was that it could not be continued. Nothing is so demoralizing as 
first to make others dependent on your chanty and then suddenly to 
withdraw the gifts. The British are right in desiring that there be no 
repetition of this experience. We should be wise if we shared their 
apprehension, since its ultimate consequences were even more un- 
happy for ourselves. 

The fear that we shall give our wealth away in a mistaken belief 
that this is a good method of preventing unemployment is closely 
associated with another and even more prevalent and deep-rooted 
fear on the part of the British This is that we shall suffer another 
great depression and drag the world down with us as we did 
after 1929. 

Many Americans have been led to believe that our depression was 
international in origin and was brought upon us as a sort of inevi- 
table consequence of the First World War. This seems to mean to 
them that its causes lay somewhere outside the boundaries of the 
United States and were beyond our control. Such a view of the 
matter is not accepted in England. Though disturbing factors ex- 
fefcdin other parts of the world, the British are more conscious than 
we are of the sheer weight of the Amencan economy and of the 
leadfng role played by it. If our economy had been sotjind internally, 
ife triumphal progress in the first postwar decade might have been 
slpwed down by unfortunate events in other regions, but it could 
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hardly have suffered the disastrous collision which for a time 
wrecked the whole machine. There was something wrong with the 
steering gear. 

Whatever the causes of the great depression, it is obvious that the 
way m which the United States manages its economy must have a 
decisive effect on the prosperity of any other nation which has deal- 
ings with it If we can contrive to remain prosperous, others will 
find it much easier to do so. If, on the other hand, we allow produc- 
tion and employment to suffer a drastic decline, other nations will 
almost certainly be affected adversely, no matter how sound and 
how well calculated their own economic policies may be. Moreover, 
it ought to be possible for us to safeguard our economic activity 
against any unfavorable influence which may arise anywhere m the 
world, since the purchasing power of our own population and our 
own productive capacity are so much greater than those of any re- 
gion where unsettling incidents may occur The British feel that 
they are competent to maintain high employment and avoid sharp 
fluctuations as far as their own internal economy is concerned. If 
they only had the resources of the United States, they would believe 
themselves immune against external misfortune. It is not unnatural 
for them to think that the chief danger to their economic stability 
in the future will flow from the United States. 

They regard our economy as one suffused with energy, but subject 
to great variations and difficult to stabilize. They suspect that we 
shall not subject it to the conscious control that would be necessary 
to prevent booms and depressions They sense in this country no 
overwhelming public sentiment for the public expenditure or type of 
fiscal control or the planning which they expect to endiploy m their 
own economy in order to assure full employment and to minimize 
fluctuations. 

Even the Roosevelt Administration was not too sure of itself in 
internal postwar planning. Congress can almost be counted upon 
not to understand an economic .philosophy of this kind, and to 
wreck its execution in general and m detail. Traditionalism is strong 
among bankers and businessmen. Vested interests seeking their own 
advantage in subsidies and tariffs are voluble. Even many academic 
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economists are still living in the fairyland of an automatically self- 
regulating private enterprise. 

After the last war, business was dominant, and we let things take 
their course We had a sharp inflation and deflation. We insisted on 
payment of war debts, while at the same time we raised tariffs against 
imports. We led world recovery for a few years by a boom m build- 
ing, automobiles, radio We did marvels in increasing productivity 
per labor-hour We were, indeed, so proud of our economy that we 
expected the boom to last forever. Instead of being prepared against 
its collapse, we let it overflow into fantastic speculation. 

The British, who shared many of our illusions at the time, believe 
they have learned something from this experience. They are not at 
all sure that we have done so. Too many of the noises from this side 
of the Atlantic sound as if we were now preparing to accept a new 
version of Harding '"normalcy.” Scarcely a day goes by without a« 
declaration by some important person that governmental interven- 
tion must cease at the earliest possible moment and that we must 
rest our future in the hands of pnvate enterprise under a regime of 
competition (which is far less prevalent now than it was in 1920) . 

The figures show that the depression of the thirties was both 
deeper and of longer duration m the United States than it was in 
other industnal countnes, with the possible exception of Germany. 
This IS tme whether the decline is measured by national income or 
by industrial production. The curve tracing the national income in 
the United States indicates that it never recovered to the 1929 level 
before the outbreak of the war. The aggregate national income of 
eleven other countries (United Kingdom, Canada, Australia, New 
Z^land, Denmark, Norway, Sweden, France, Netherlands, Ger- 
many, and Japan) had recovered to the 1929 level by 19^4, and in 
X937 was 25 per cent above it. Industnal production in the United 
States got back to the 1929 level only in 1937, whereas in these 
eleven other countries it did so m X935 and thereafter rose above the 
peak of the previous boom. 

Great Bntain was no exception among these other countries, dif- 
from the gaaml experience only in the fact that her slump 
relatively modecate. The way in which Britain was affected by 
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our depression, however, is indicated by the fact that her curve of 
foreign trade followed much more closely the national income in 
the United States than it did her own national income. In Great 
Britain, for instance, exports were cut nearly in half at the bottom 
of the depression, although the national income was reduced not 
more than 15 per cent. And even at the top of the subsequent re- 
covery in 1937, British exports were only 70 per cent of the 1929 
level, whereas British national income was 10 per cent above it. The 
foreign trade of the United States, however, fluctuated in a much 
closer relationship to its national income, and the imports of this 
country fell and rose in almost exactly the same ratio as did its in- 
dustrial production. From these facts it is inferred that the exports 
of the British are far more dependent upon the state of economic 
activity in the United States than they are on the state of the British 
internal economy. It* is also inferred that the depression was pri- 
marily an Amencan phenomenon, even though it severely affected 
the welfare of other nations. 

It may be asked how it can be that British foreign trade should 
depend so closely on American prospenty m view of the fact that the 
United States bought only about 6 per cent of Bntain's total exports. 
The reason is that the normal course of trade is not bilateral barter, 
but flows about in larger circles. Even in a single city, the department 
stores suffer when the factories lay off men, not because the factories 
buy anything from the department stores, but because the families 
who do buy from them are dependent on the factones for the money 
veith which to make their purchases. Planning, a British publication, 
describes the process m this way: ''Malaya, for instance, sells less 
tin to America, Brazil, less coffee; in consequence, Malaya has less 
to spend on cigarettes from Britain, on petrol from the Dutch East 
Indies, while Brazil has less to spend on iron and steel from Britain, 
on wheat from the Argentine. Bntam, the Dutch East Indies and 
the Argentine, m their turn, have less to spend on imports, and thus 
a vicious circle of declining world demand is created, causing trade 
as a whole to contract by far more than the mere reduction in U.S. 
imports. In rdtation to our need to expand exports after the war, it 
follows that the crucial factor is the maintenance of full employ- 
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ment, or at least the avoidance of slumps, in the United States/" 

In popular discussions of foreign trade, it is often assumed that a 
trading process is merely a struggle among the industrial nations to 
see who can export the most to the rest of the world. This assumes 
that what one of them gains, another must lose. It may therefore 
seem strange to assert that the chief requirement for an expansion 
of British exports is prosperity in the United States. Insofar as indi- 
vidual business concerns are involved, it may be true that what one 
loses another gains, especially if the total of trade is stationary or 
shrinking. But this idea of commerce completely ignores the fact 
that the best customers of the industrial nations are not the back- 
ward, raw-matenal-producing regions, but one another. Within a 
nation it is easy to see that prospenty is indivisible. Few people real- 
ize that in the penod between 1919 and 1939 the British Empire 
bought 41 per cent of all the exports from the United States and that 
more than 35 per cent of all imports into the United States came 
from the British Empire. Within the Empire, the United Kingdom 
was second only to Canada as a customer of the United States. 

Another widely held delusion, closely akm to the first, is that 
when a backward region is industrialized it becomes a competitor of 
the more advanced nations and ceases to be a buyer. This may be the 
case in a particular industry. In general, however, the more produc- 
tive a nation becomes and the higher its income, the more it buys, 
A striking example is that of Canada. Between 1900 and 1940, the 
gross value of Canadian manufactures mcreased from $481,000,000 
to $4,529,000,000. In the same period its imports from the United 
States not only did not decline, but increased about sevenfold, or 
from $107,000,000 to $740,000,000. 

As long as the channels of world trade are open, therefore, any 
increase in prospenty anywhere favors the increase of prospenty 
everywhere. This applies with special force to the United States, 
which by its sheer economic magnitude dominates the economy of 
the world. There is nothing illogical in the fact that the possible 
infuries which the British leaders of economic thought fear from us 
are identical with the chief injuries which we may inflict upon our- 
^Ivfes. 
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Let us now translate these fears into positive form. What is it 
that the British really want from us? They do not want philanthropy. 
They do not even want loans if they can possibly avoid incurring 
them. They do not expect American businessmen out of generosity 
to eflface themselves from world commerce in order that Britain may 
survive. They do not even want a reduction of exports from the 
United States in order that Bntish exports may replace them. Their 
essential desires, upon the fulfilment of which everything else de- 
pends, are capable of being stated in two sentences. 

Firsts it is necessary for the survival of Britain that we maintain 
full employment in the United States by distributing to our own 
people the highest level of living we are capable of producing. The 
implication of such action for foreign trade would be, not to restrict 
exports, but merely to make sure that we received from the rest of 
the world as large a value of goods and services as we shipped out. It 
would prevent us from first giving away a substantial portion of our 
wealth because we did not know how to distnbute it at home, and 
then ruining both the beneficianes of our chanty and ourselves be- 
cause we could no longer find a way of continuing the gifts. Alto- 
gether, this desire on the part of the Bntish does not seem unreason- 
able, nor does it bode us any ill. It could scarcely be opposed in the 
interest of the people of the United States. Only those would op- 
pose it who do not wish to take the measures necessary to bring 
about full employment, or to effectuate a better distribution of the 
national income. 

Second^ it is necessary for Britain s survival that we should, having 
achieved full employment and a high standard of living, maintain it 
steadily instead of allowing employment and production to collapsCr 
as they did in the period between the wars. This also could scarcely 
be described as a hostile intention. Not more than a tiny minority 
of Americans would admit that they desired anything else. Some- 
thing more would be required on our part, however, than vague 
good intentions if we were to effectuate the aim. We should have to 
take a good deal of painful thought. We should have to pursue quite 
a different course from that which led us to disaster after the last war. 
We should have to plan and control our economy, directly or in- 
F 
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directly, in such a way that there would not develop the distortions 
and failures of equilibrium which inevitably lead to slumps. While 
almost nobody m America wants a depression, there seem to be 
relatively few who have confidence that they know how a depression 
may be avoided or who are willing to support the means recom- 
mended to achieve this end. 

What will Britain do if we do not try to gain or do not succeed in 
gaining these two goals which are essential for the solution of her 
life-and-death problem? There are some who believe that she will do 
nothing but accept the fate imposed upon her by us, because there 
is nothing effective she can do. But these pessimists are in the mi- 
nority. There is in England an important body of informed opinion 
which believes that an escape may be found. Most Britishers would 
not choose this way if they could feel real confidence that the United 
States would solve its own economic problem They think that the 
route for escape which they see open is a dangerous and diflScult one, 
and would be a far less happy solution than that which would be 
provided by a stable and prosperous Amenca. Nevertheless, they are 
resolved to take it rather than nsk being submerged by another 
American depression. The route in question is, m brief, to build a 
trading area capable of insulating itself from the Amencan economy* 
The British believe, with some reason, that if their country had as 
large resources as either Russia or the United States and were as 
nearly capable of being economically self-contained, they would not 
need to fear any depressing influences from outside Unfortunately 
for them, this is not the situafaon of the United Kingdom itself. But 
many of them hope that an association of like-minded nations, with 
the Bntish Empire as its foundation, might be created which would 
be capable of maintaming full employment and a relatively high 
standard of living, no matter what happened in the United States, 
Discussion of this project must be reserved for another chapter. 
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CAN BRITAIN INSULATE 
HERSELF? 


If the United Kingdom is to be closely associated with a world-wide 
economy m which the United States will necessarily play the most 
important role, she will not be able to expand her exports sufEciently 
to sustain her people at all, to say nothing of supporting a higher 
standard of life, unless the United States maintains a high level of 
economic activity and purchases freely abroad Fear that the United 
States will not do so prompts important leaders of English thought 
to seek a means of protecting their nation against the chances of 
American misfortune In order to understand the means suggested 
to achieve this end, it is necessary to know something about the the- 
ory of international trade and about its history during the past few 
decades. 

The classical school of economics, which originated in England 
and for many years found its chief expression in British economic 
policy, held that there should be as few obstructions as possible in 
the way of trade Within a nation, it was believed, freedom for com- 
petitive private enterprise would permit an interplay of supply, de- 
mand, and price such that the use of the available natural resources 
and labor power would be adjusted as closely as possible to the de- 
mands of consumers. If any article were scarce in relation to the de- 
mand, its price would nse. This would tend on the one hand to limit 
the use of the more scanty resources, and on the other to stimulate 
businessmen to find ways of satisfying the demand If the quantity 
of any article offered for sale exceeded the demand for it at the price 
set, the price would fall, and the demand would thereby be in- 
creased. If a surplus still remained at the lowest possible price, the at- 
tention of producers Would be directed to the output of other and 
less plentiful goods. In this process of continual adjustment, those 
regions and those producers who were able to offer the better prod- 
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ucts at the lower prices would tend to survive, and thus economic 
efficiency would be promoted. The net outcome would be that the 
consumers would get as much of what they wanted, in the order of 
the relative intensity of their wants, as the available resources and 
the productive efficiency of industry would permit. The producers, 
in turn, would each be working at the tasks for which they were 
best fitted and which would offer them the highest reward. 

The theory held that the same principles applied internationally. 
The more nearly trade among nations could be conducted with the 
same freedom as within a nation, the larger its volume would be, 
and the greater would be the benefit to all. It was expected that such 
a policy would promote the specialization of each region in the 
production of those things which it could make best and cheapest, 
and the exchange of these products for those of other regions which 
were better equipped to make other types of goods. On this ground, 
protective tariffs were opposed, and for many years Britain actually 
practiced an approximation to free trade. She had an early lead in 
factory production, and developed her mechanical industry not only 
by sabsfying the wants of the domestic population, but by selling 
her manufactured goods abroad and taking in exchange food that 
could be grown more cheaply elsewhere or raw materials that were 
not to be found within her borders. So great was the demand for her 
products that she earned a surplus not expended for imports of 
goods, by means of which she accumulated great foreign invest- 
ments. 

Younger nations desiring to build up industry, like the United 
States and Germany, did not consistently follow the same policy. 
Even under a free trade system their manufactures probably would 
have grown, but they wished to hasten the process, and did so by 
enacting protective tariffs intended to reserve the home market for 
produces. The United States continued to export raw 
materials and food to England, but did not take in exchange nearly 
so many manufactured goods as would have been imported if there 
had been no tariff. Protection naturally stimulated the growth of 
SO!|w industries which had sudi high costs of production that they 
cpiddnot Imve survived in competition on a world market. But the 
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domestic market was so large that any possible inability to compete 
abroad was not greatly regretted. 

For many years before the First World War the United States ex- 
ported a larger value of goods than she imported, and the net bal- 
ance of payments due her on foreign trade was employed to meet the 
charges on foreign investments of capital in this country, which 
were greater than American investments abroad Thus there arose no 
important disturbance to the balance of payments. At the same time 
production and consumption were growing so rapidly throughout 
the world that the obstructions offered to international trade by the 
protective tariff systems of the United States and other nations did 
not seriously interfere with Britain's ability to sell abroad. 

International trade differs from trade within a nation not only 
because of the ability of national governments to obstruct it at their 
borders, but because each of the several nations has its own system 
of currency. A visitor from Chicago to New York may take his dol- 
lars with him and buy whatever is for sale in New York without 
further ado. A merchant in any one state may buy from a merchant 
in another without bothering to obtain a different kind of money 
from that which he normally uses. But anyone in the United States 
who mshes to buy in England must exchange his dollars for pounds. 
This necessity offers no great difficulty when the exchange values of 
the various currencies do not change materially from month to 
month and from year to year. That was normally the condition be- 
fore the First World War. 

But there is no basic assurance that the exchange values of the 
several currencies will remain stable. As long as foreign exchange is 
not controlled and is dealt in on free markets, the price of any given 
currency in terms of another varies with demand and supply, )ust as 
in any market. If the people seeking to buy dollars want more dollars 
than are offered for sale, the pnce of dollars will rise. It will then 
take more sterling to buy a given number of dollars. Under the gold 
standard, which prevailed generally before the First World War, 
such price variations were small and quickly checked. This was be- 
cause the valuation of each currency was fixed in terms of the 
precious metal, and anyone could buy gold with his dollars or pounds 
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if he wished to do so. Therefore, if the price of dollars in pounds 
rose above their gold value, it became cheaper for a person who 
wished to exchange pounds for dollars to buy gold instead and pay 
his debts with that. Thus exchanges fluctuated only within a narrow 
range determined by the cost of shipping gold from one country to 
another. 

Such a system could work, however, only so long as the excess of 
demand over supply for any given currency was not persistent and 
large. The amount of gold itself was limited, and each nation needed 
to retain a certain minimum as a banking reserve against its own 
currency and credit. If a large outflow of gold should continue, 
there would come a time when gold shipments would have to be 
stopped. Then there would be nothing to check the drop in ex- 
change value of the currency, as long as the demand for it m the 
exchange markets was less than the supply. Therefore, the stability 
of exchange values ultimately depended upon a balance between 
supply and demand for the several currencies. This in turn de- 
pended upon balanced international payments, for a nation which 
consistently sold more abroad than it bought, and did not use its 
excess of payments either to pay foreign debts or to invest m other 
countnes, would soon create a demand for its currency that was 
greater than the amount supplied by its outgoing payments. 

Dunng the First World War, all the nations concerned tempo- 
ranly suspended the gold standard and installed governmental con- 
trol of foreign exchange The tremendous shifts m ingoing and out- 
going payments which the war occasioned would have created chaos 
m the exchange values of currencies if they had not been arbitranly 
pe^ed. After the war, all the important nations attempted to re- 
store the former conditions by returning to some form of the gold 
standard. This was not easy to do because great price changes had 
occurred, and the levels of prices m the vanous countries did not 
bear the same relationship to each other as formerly That in itself 
tmdtd to upset international balances of payment, since the gold 
values of the respective currencies were not closely adjusted to the 
new pnce situation. 

Another change eventually caused still more trouble. The United 
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States no longer was a debtor nation. Foreign investments m this 
country had been sharply reduced in order to make the necessary war 
purchases, and, m addition, the British and other governments had 
borrowed heavily here Nevertheless, this country continued to sell 
more goods abroad than it bought there. We could no longer use 
the excess of payments on trade account to meet any net foreign 
indebtedness. For a while the surplus was used to build up the 
foreign loans and investments made by Americans in other coun- 
tries, and thus the balance of payments was precariously maintained. 
When, however, the outgoing flow of investment began to drop 
sharply in 1928 and when, in 1929, we also began to import a much 
smaller quantity of goods, the inevitable result was a severe shortage 
of dollars m the exchange markets. 

After the first flight of capital from New York caused by the 1929 
panic, the gold of the world began to dram into the United States 
This was the only way in which enough dollars could be obtained 
by foreigners to meet their debt charges in this country and to buy 
from us what they needed. Of course, most of the governmental war 
debts were forgotten and many others as well suffered default. It was 
not long before gold payments were stopped, and nation after na- 
tion went off the gold standard. Exchange values then began to 
depreciate. There is no stopping point to this process, however, since 
exchange depreciation can become competitive among nations, and 
any given relation between the value of two currencies may thus be 
maintained, however low both of them may become in terms of 
gold. The nations which suffered most severely — other than the 
United States — ^soon turned to other devices, which now began to 
be invented with great ingenuity The use of the foreign exchange 
available for purchases abroad was placed under governmental con- 
trol, so that it could be allotted for the most necessary purposes. Ef- 
forts were made by use of barter agreements to get rid of embarrass- 
ing surpluses of goods which could no longer be exported in ordinary 
trade. Imports were restricted by vanous new devices much more 
effective than protecbve tariffs, such as quotas applied to particular 
kinds of goods. 

Devices of this sort were subsequently described as obstructions 
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to trade. They were, indeed, departures from the prescription of the 
free trade theory. It must not be forgotten, however, that they were 
the effect of a restriction of trade which had quite different origins. 
They began as measures of last-ditch defense against profound dis- 
turbances proceeding from the United States, Our production and 
our import and export policies had through a long course of years 
become so adjusted as to maintain the surplus of exports — ^and the 
consequent excess of payments due on current transactions — ^appro- 
priate to a debtor nation When we suddenly became a creditor we 
did not alter our structure of production or our economic habits to 
fit the new situation. We thought we had found a way out by in- 
vesting the excess of payments abroad, but it became impossible to 
continue that form of relief. At the same time we greatly aggravated 
the situation by unwittingly allowing the collapse of our internal 
prosperity and thus restnctmg our purchases of foreign goods. These 
were the basic causes of the world-wide contraction of foreign trade. 
The measures adopted by other countries to defend themselves 
agamst the resulting ruin were merely the effects of that contraction. 

Whatever the obstructions erected against the flow of interna- 
tional trade by these devices, it is interesting to note that economic 
activity in the world outside the United States expenenced a spirited 
recovery, which by 1937 had carried it above the high point of 1929, 
whereas in the United States recovery was delayed and never at- 
tained the predepression level before the onset of the Second World 
War. This would suggest, not necessanly that the banners to trade 
were m themsdves a sbraulus to recovery, but rather that the chief 
causes of the slump were centered in this country. 

Great Britain was one of the two most important nations which 
employed foreign trade controls dunng the depression. She did so 
with the aim of increasing her exports and thus relieving unemploy- 
ment in her ooport industries. She had recently abandoned free 
bade by enacting protective tanffs, and had made an agreement 
among the members of the Empire, known as the Ottawa Agree- 
ment, according to which they permitted trade with one another at 
lower duties than those charged against nations outside the scheme. 
Hiis called the system of Imperial Prefa^enoe. Bntain now pro- 
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ceeded to negotiate bilateral trade agreements with nations outside 
the Empire which were dependent for a large share of their exports 
on British markets. These nations agreed to buy more from Britain, 
in exchange for promises not to raise British tanffs against them or 
to reduce quotas allowed for their sales of goods in the United King- 
dom. 

Within a few years after the signing of these agreements, exports 
from Britain to the nations in question — ^notably Argentina, Den- 
mark, and the other Scandinavian and Baltic nations — increased far 
more than their exports to Bntain. Imperial Preference exerted pre- 
cisely the contrary effect. Under it, Britain imported more from the 
other parts of the Empire than she had previously done, but exported 
less to them. At the same time, Britain's exports to the more impor- 
tant nations with which she had no trade agreements declined. On 
the whole, these measures were a means of increasing trade some- 
what among those who were parties to them, but not of enlarging 
world trade in general. Indeed, it may be inferred that the improve- 
ment m Britain's foreign trade which occurred dunng this penod 
was more a consequence of her internal recovery than of the trade 
control measures. 

Britain employed still another device for protecting her economy 
during the years of depression and recovery. She did not install ex- 
change control, but made what were called clearing agreements with 
those nations which did do so. Under an agreement of this sort, 
Bntish importers paid the money due to the exporters of the other 
nation into a special cleanng account. British exporters to the same 
country were guaranteed payment of the sums due to them, out of 
this account Any remaining surplus was employed for payment of 
interest and principal on old debts owed by the other nation. This 
was not only a device to make sure that the amounts due would.be 
paid, as far as the amount of Bntish exports rendered payment pos- 
sible, but also to support the balance of payments so that there 
would be the least possible depressing dfect on the exchange value 
of the pound. 

Germany was the other great industrial nation which resorted to 
new foreign trade devices. She had never been a convert to free trade 
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and had long had protective tanffs She now installed bilateral trade 
agreements, import quotas, exchange control, and cleanng agree- 
ments At the beginning, these were probably economic defensive 
measures adopted for the same purposes as those which were upper- 
most in Britain and other countries. Under Hitler, however, they 
became instruments of political policy and an adjunct to the war 
economy Rearmament had already abolished any serious unemploy- 
ment problem The Third Reich was concerned, not with increasing 
the volume of German exports to relieve unemployment, but rather 
with obtaining the foreign goods which Germany needed It took 
care to export those things which were of less value to the war econ- 
omy and to import goods in accordance with a schedule of war prior- 
ities At the same time, the trade controls were used to bring into 
economic subjection nations which were strategically important to 
her war plans. In addition, Germany pushed the exports of those 
goods which she needed least by a system of export subsidies in- 
tended to weaken the trade of her chief competitors. 

Bntish commentators now point out that, while the warlike pur- 
pose of Germany’s foreign trade policy was unjustifiable and its 
more extreme measures could not have been continued for long if 
peace had endured, the only sensible motive for foreign trade m the 
case of any nation, even the most pacific, is to get what it needs from 
abroad with the least expenditure of goods shipped out. No nation 
is in a position to carry out this policy successfully unless, like prewar 
Germany, it is already enjoying relatively full employment. 

In 1934, when the Roosevelt Administration was still young, 
Cordell Hull, as Secretary of State, inaugurated a foreign trade pol- 
icy which not only reversed the previous protectionist tendency of 
the United States, but was pointed in a direction quite different 
from that of Britain, Germany, and most of the rest of the world. 
He was a believo: in the classical theory of free trade and wished to 
encourage its practice as rapidly as political opposition would per- 
mit His instrument was the reciprocal trade agreement. Instead of 
asking Congress to enact a new tariff law reducing import duties, as 
had bem the habit of the Democratic Party, he asked for a law 
which would in effect delegate tire tanff-maHng power to his De- 
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partment The law in question was passed. It permitted the State 
Department to negotiate agreements country by country^ under 
which American duties could be lowered as much as 50 per cent 
below the existing rates, in return for concessions by the other party. 
This was a means of removing the tariff from the influence of special 
interests which always had exercised political pressure on Congress. 
It was also a means of reducing import duties charged by other coun- 
tries Any trade agreement signed was automatically extended by 
the signatories to other nations which granted them as favorable 
tariff treatment as was received by *'the most favored nation 
Against exclusive or discriminatory trade practices Secretary Hull 
never ceased to wage war. 

Trade agreements were made by the United States with nineteen 
nations before the Second World War Import duties were reduced 
on over a thousand separate items, and reductions were substantial 
m most cases. This, however, left untouched nearly two-thirds of 
the items covered by the protective tariff law of the United States. 
The most-favored-nation plan was less effective in practice than in 
theory, because many of the reductions made were on goods impor- 
tant as exports only to one of the bargaining countnes. The policy 
was more successful in increasing exports from the United States 
than m increasing imports to it. Indeed, while American exports to 
trade-agreement countries rose almost twice as much as exports to 
countnes with which no agreements were made, the imports from 
trade-agreement countries actually increased less than the imports 
from those which had negotiated no agreements. The practical effect 
of the policy, in increasing exports from the United States to the 
nations with which agreements were made, was almost identical 
with the effect of the bilateral trade bargains made by Bntain. 

Nor was the Hull policy any more successful than the so-called 
restrictive practices of other nations in enlarging world trade as a 
whole Such general increase of trade as occurred during the period 
was probably little more stimulated by the free trade policy than by 
its opposite. In both cases, the principal cause of expansion was 
undoubtedly the internal recovery taking place within the several 
nations The lag of international trade behind the nse of world pro- 
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duction up to 1936 may perhaps be attributed to the growth of 
economic nationalism m this penod, but^ in spite of any such effect, 
the lag had been considerably diminished by 1938 without any 
change of importance in the nationalistic tendency. 

Another development of the mterwar period, which continued 
during the Second World War and is likely to persist in the future, 
is the sterling area. This consists of members of the British Empire 
and of some nations outside it which, in the effort to regain and 
protect stability of exchange values, linked their currencies with the 
pound The nations concerned had long been closely connected with 
England by international trade and banking practices, and it was 
natural that the exchange values of their currencies should tend to 
nse and fall with that of sterling This now became a conscious pol- 
icy earned out by the several governments. Its advantages were first, 
that it removed the uncertainties of fluctuating exchanges as a bar- 
rier to trade within the area, and second, that it enabled all the 
participants better to safeguard their currencies against pressures 
from the outside than any one of them could have done alone. 

The danger of competitive exchange depreciation between the 
sterling area and those nabons whose currencies were more de- 
pendent on the dollar was eventually removed by a tnpartite ex- 
change stabilization agreement among Great Bntain, France, and 
the United States. Under this agreement the exchange values of the 
three chief currencies were held at an agreed point by the use of 
stabilization funds to buy and sell in the exchange markets. One of 
thepnncipal reasons for the establishment of this agreement was the 
fact that ©cchange fluctuabons in response to vanations in regular 
trade and financial transactions were being exaggerated by specula- 
tors and fihghts of capital. It was strongly suspected that attacks on 
the currenaes of parbcular countnes were also being made for polit- 
ical reasons. 

TRie govamment of the United States has been proposing that 
aftoc this war all nabons abandon the discriminatory and restricbve 
trade controls which grew up before it, and unite m working toward 
the multilataral free farade which Bntain had practiced in former 
years and Secrd:ary Hull’s policy sought Many leading 
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American business interests, no longer afraid of foreign competition 
and wishing to enlarge exports, now support this policy. American 
agriculture as a whole has historically favored it and still does so, 
with the exception of special interest groups such as the growers of 
sugar beets. 

Opinion in England, however, is sharply divided on the subject. 
Some few still maintain the classical position without substantial 
modification. At the other extreme there is an influential body of 
opinion which has rejected laissez fane as a domestic policy and re- 
gards the planning of international trade as an essential concomitant 
of a planned economy at home. Such planning could not be exe- 
cuted, it is believed, without the use of measures which would be 
called discriminatory by those who follow Mr. Hull Between these 
two extremes is a third group, probably more influential than either, 
who believe that free multilateral trade would be desirable as a 
means of permitting the highest possible efficiency and standards of 
living, but do not regard it as any insurance that trade will actually 
expand. Multilateral trade covering the entire world would, they 
think, be less desirable, if it were subject to the restrictive influences 
of a depression in the United States, than would a more limited area 
which could maintain its own economic activity while excluding, 
wholly or partially, the influence of the American economy. 

Those who believe that freedom of trade offers no guarantee 
against depression point out that the United States itself was not 
between the wars so dependent on exports and imports as to be 
thrust into a deep depression by any slump in the ability of other 
nations to buy from it. The depression of the thirties arose in the 
United States mainly from internal sources. Within the vast trading 
area of this country there are no problems of fluctuating exchanges 
because it enjoys a single monetary system. There are no protective 
tariffs along state boundaries and no bilateral trade agreements be- 
tween states. Other obstructions to the flow of goods and payments 
are relatively few. Yet the United States during that decade suffered 
a worse depression than any other nation in the world. This depress 
sion was not caused by trade barriers. 

The kind of instmmentality available to insulate a limited trading 
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area against possible American depression is already at hand in the 
controls invented before the war and perfected during it for war 
purposes. For instance, exchange control could be employed to allot 
the amount of foreign currencies available to the sterling area for the 
most necessary purchases of goods outside it The allotment would 
presumably be made according to a priority list in harmony with the 
domestic planning of the nations m the area. Price fluctuations out- 
side the area which diminished the saleability of exports originating 
within it, because of the competition of depressed foreign industries, 
could be counteracted by export subsidies. 

Nations within the area could partially stabilize the factor which 
fluctuates more than any other in a highly industrialized economy, 
that is, the manufacture and sale of capital goods, by making long- 
term sales agreements for such goods with countnes wishing to in- 
dustrialize The prices of these goods could be stabilized at the same 
time by being fixed in the agreements. Countries that depend 
mainly on the export of raw matenals could stabilize the markets 
and prices for these products by making long-term sales agreements 
for them with countnes which would be eager to import them. 
Exchange clearing agreements could assure payment between coun- 
tnes having long-term sales agreements. Presumably the countries 
within the area would borrow as little as possible from those outside 
It, but rather would seek to provide their own long-term capital. 
Thus, they would not become dependent on any flow of foreign 
investments from the United States which might suddenly be 
cutoff. 

The nucleus of a group of nations which might unite on policies 
of this kind already exists, in the British Empire and the sterling 
area. It is hoped that France, Belgium, the Netherlands, and other 
Western European countries would affiliate with it, since they have 
^liKcally a leftward tendency, are almost certain to engage in a 
h^h degree of planning of their internal economies, and will be at 
least as desirous as Britain of maintaining full employment at home. 
Not aD the markets and resources needed by the nations concerned 
would exist within the area. Nevertheless, it is expected that nations 
OUtrfde it^ like Argentina, which is both an important source of food 
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products and a large market for manufactured goods, could be 
persuaded to make the necessary agreements with it m spite of any 
competitive economic pressure exerted by the United States, be- 
cause many of the countries within the area are eager to buy Argen- 
tine goods, whereas the United States excludes Argentine beef and 
is a competitor for Argentine gram. It is thought that Argentina 
would rather accept British manufactures in exchange for her ex- 
ported crops than American manufactures m exchange for loans 
which Argentina probably could not repay. 

It would be essential, of course, that each member of this trade 
association of nations adopt the same general monetary and fiscal 
policies and the same price policies. In particular, they would all 
have to endeavor to maintain full employment by an eflFort to 
sustain and expand internal purchasing power, in the main by 
balancing savings with investment. But such an agreement would 
not seem diflScult to achieve. Some, at least, of the Bntish Domin- 
ions are more bent upon a course of this kind than even Britain 
herself. The European nations that have been ravaged by war will 
be as likely as Britain to resort to large public expenditures for re- 
construction and m consequence to incur little danger of unemploy- 
ment, at least for a good many years to come. 

The tendency of Europe in this direction may be indicated by the 
conclusions of the Economic Postwar Planning Commission of 
Sweden. This Commission is partly governmental in composition, 
but also represents employers and labor. Chambers of Commerce, 
the cooperative movement, agriculture, and export industries. It has 
a competent expert staff. While Sweden prefers free international 
trade and does not wish to engage in competitive exchange deprecia- 
tion, she is committed to a full employment policy at home and the 
stabilization of investment. She would be prepared to protect her 
internal stability against either inflation or deflation arising from 
abroad. It would therefore be logical for her to associate her policies 
with those of other like-minded nations if she felt an imminent 
danger from a depression m the United States. 

To the charge that a plan of this kind involves the use of the same 
instruments of economic control developed by the Nazis in prewar 
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Germany, British proponents of the scheme reply that the signifi- 
cance of these methods is altered by a difference m purpose. It 
would not be the aim of any of the participating nations to build up 
a war economy or to subject other countries to political aggression. 
The chief object would rather be to promote the welfare of all the 
constituent populations by increasing and stabilizing their produc- 
tion and consumption The Nazi regime strove to build up the in- 
dustrial production of Germany at the expense of outlying countries, 
and to compel them to remain sources of agricultural and other raw 
matenals, sold to Germany on unfavorable terms. The proposed 
association would not be centered m one master, exploitative na- 
tion, It would rather seek to industnalize backward regions and 
raise their standards of living for the sake of the prospenty of all./ 

A more cogent argument against the plan holds that while it 
might increase trade among the member nations, it would do so 
only at the cost of discrimination against those outside the arrange- 
ment Whatever might be gained by those within the area would 
thus be at the cost of those outside it. Discrimination and competi- 
tion of this sort, it is contended, are certain to reduce world trade as 
a whole. Even those within the area would not be so well served as 
they might be by a truly international system. The answer made to 
this argument is that a group of nations associating themselves for 
the purpose of expanding production and employment would not 
in fact deprive nations which refuse to adopt similar policies of any 
foragn trade which they might have enjoyed if the group had never 
been formed. The amount which other nations can buy from the 
United States is limited by the amount in dollars which these na- 
tions have to spend. This total is not dependent upon anything they 
may do or fad to do, but rather upon what the United States spends 
for thdr products and services. Any increase of trade among them- 
sdvcs wMcb they were able to achieve by mutual agreement would 
thetefore not be won at the expense of American exports. 

This teply is vSilid as fax as it goes, but it does not take into con- 
sideration what might happen in the case of a trade war between the 
high emp3byn«it area and a powerful economic nation outside it, 
^dh as the United States. If the United States were suffering from 
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depression and unemployment, it would be likely to push foreign 
sales by such devices as export subsidies and foreign loans, even 
though there was a danger that the loans might not be repaid. In 
such ways it could provide purchasing power for American prod- 
ucts in excess of that which would anse from payment for imports 
into the United States. In other words, it would be giving away 
goods to the rest of the world in order to provide jobs at home. 

Such a policy might deprive the full-employment area of markets 
for exports. Thus, that area pould no longer purchase outside its 
boundaries as much as it needed. It might combat the export drive 
of the United States by subsidies and uncollectible loans of its own, 
but that would provide no fundamental solution of the difficulty, 
since by so doing it also would be giving away goods. These pre- 
sumably would not, as in the United States, constitute a surplus 
above existing domestic consumption, or goods produced by labor 
which would not otherwise be employed. The full-employment area 
would be giving away goods which it could not afford to spire with- 
out impairing its own levels of living. By victory in such a warfare, 
therefore, it might protect the jobs of its peoples, but only at the 
cost of reducing their -consumption. 

The choice of postwar international trade policies is often 
descnbed in the United States as one between multilateral trade on 
a world-wide scale and bilateral trade of the kind that developed dur- 
ing the prewar depression. Certain English commentators point out 
that there is a third possibility as far as Britain is concerned — 
namely, limited multilateral trade which would be as full and free 
as possible among the members of an international trading area 
which is not world wide in scope. They suggest that the terms of 
the discussion should be revised. What the American authorities 
really are proposing is omnilateral trade, and the alternative is not 
bilateralism in the prewar sense, but a somewhat limited multi- 
lateralism. Such a change m words, however, can not obscure the 
fact that, if the world were divided into two or more trading areas, 
and one of these areas were subject to depression, the probable con- 
sequence would be cut-throat competition on an even larger scale 
than in the decade of the thirties. 

G 
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Some of the keenest thinkers in Britain are therefore inclined to 
be pessimistic about the future. They are morally certain that there 
will be another depression m the United States. They would like to 
insulate the British economy against it if that were possible, and 
would have no objection to the proposal of a limited full-employ- 
ment trading area if they thought it would work. They despair, how- 
ever, of the consequences of trade warfare against a nation with the 
huge economic bulk of the United States, with its capacity for mass 
production, and with its great capital resources. They do not forget 
that the most important sector of world trade is that between the 
United States and the British Empire. A mere reduction in the 
American market for British-Empire goods would be extremely 
damaging to the welfare of any full-employment area, in spite of all 
possible insulating devices. In particular, the close dependence of 
Canada on the American economy would embarrass the policy of 
any economic association of nations which excluded the United 
States. They see no real hope except in the possible development of 
stabilized full employment m this country. 



<5 

BRITAIN’S 

DOMESTIC PROGRAM: I 

Social Security, the National Health, Education 


I N order to understand the attitude of Englishmen toward inter- 
national economic policy, it is necessary to know something about 
the kind of society they expect to create for themselves Ideas about 
international trade and finance are frequently expressed as if they 
were abstractions derived from study of policies that would be desir- 
able for all the peoples of the world regarded as a single unit, but 
such ideas seldom govern the action of individual nations unless 
they harmonize with what these nations conceive to be in their own 
interest. Moreover, in democratic countries especially, no foreign 
policy can be long or effectively pursued unless it can be stated in 
terms that will mean something to the majority of the people. And 
the majority of the people, being concerned mainly about matters 
that appjear to^affect their personal lives, naturally think more about 
domestic affairs than they do about world organization. This is as 
true in Bntain as it is in the United States. The postwar interna- 
tional economic policy in Great Britain will be determined by con- 
siderations arising out of the program of the British for the improve- 
ment of life within the United Kingdom Before considering 
specific areas of Anglo-Amencan controversy, therefore, let us 
survey the British domestic plans 
These plans are of considerable interest in themselves. It has 
often been said that the economic and social development of Great 
Britain, which is the older of the two great democratic industrial 
nations in the Western world, forecasts the course which the 
United States is likely to take a score or more years later. This 
maxim is no more precisely or universally true than most popular 
observations, and yet there is enough truth m it so that we are en- 

83 



84 


America’s Stake rn Britain’s Future 


titled to look with considerable interest on the development of 
British society. 

Even if we expected never to pursue a roughly similar course^ we 
should nevertheless be alert to a development which has a close 
beanng on one of the most important social controversies of our 
time Ever since the great depression there has been an important 
school of opinion in the United States which favors the extension of 
governmental activity to enhance social welfare and to assist in 
guiding the total economy for the sake of larger and more steady 
employment and production. The intellectual opposition to this 
school comes mainly from those who argue that an increase of state 
intervention and national economic planning endangers democratic 
freedom. In the United Kingdom the scales have been weighted 
heavily in the direction of social planning. Almbst everybody be- 
lieves that its extension is inevitable, whether or not it would be 
abstractly desirable We may therefore profit by a brief surv^ of 
the kind of planning in which the Bntish are engaged. 

The news of it which has come to us from time to time in separate 
books, reports, or cable dispatches may have left an inadequate im- 
pression of its extent. Outside of periods of strictly war economy, no 
other nation of the first rank has previously embarked upon so ex- 
tensive a program of national planning without at the same time 
declaring in favor of the principle of dictatorship, at least for the 
time being. We are accustomed to regarding both the Soviet Union 
and Hitler’s Third Reich as examples simultaneously of totalitarian 
states and of pervasive economic planning. Yet here is Britain en- 
gaged m a sweeping program for a planned economy without even 
considering the possibility of abandoning its long-established 
political danocracy or its traditions of personal freedom. Britain 
may turn out to be an important test case m the argument between 
those who say we can have both planning and democracy and those 
who say we cannot 

When this book was written, much of the postwar planning was 
merely on paper rattier than actually on the statute books and m the 
process of administration. The question may be raised how seriously 
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one must take the prospect that it will actually he carried out in any- 
thing like the projected form. 

There is no doubt that in the early years of the war, a majority of 
the British public and their intellectual leaders were seriously 
resolved that something of the sort must be done. They were 
chagrined by the unpreparedness of their government and their 
society for the peril which had overtaken them, and were resolved 
that they must pull themselves together and modernize every aspect 
of their life. Old shibboleths of every kind almost automatically be- 
came subject to criticism. At a later stage doubts began to creep m. 
Political critics on the left questioned whether Conservative states- 
men, who for the most part controlled the government, really 
meant what they said. The long delay m acting on the Beveridge 
Report on Social Insurance intensified this feeling. War-weanness 
and frustration brought a good deal of skepticism to the rank and 
file of the army and of the civilian population. 

Nevertheless, these doubts concerned not so much the validity of 
the kind of program suggested as the willingness of those in power 
to carry it out. Few questioned that the voters would insistently 
demand the achievement of such goals as broadened social security, 
the most rapid possible development of public housing, and the 
abolition of any considerable degree of unemployment. If one set of 
politicians does not achieve these goals, another set which seems 
mare likely to achieve them will be placed in power. This temper 
exerted great influence in the 1945 election, which bestowed power 
on the Labour Party. The hard necessities of Bntain’s economic 
situation will reinforce the demand for planning. There is no con- 
fidmce in any important section of the population that it will be 
possible for Britain to survive without drastic changes in the man- 
ner of managing its economic life 

The concept of this new Britain is not stated either in empty 
slogans or in utopian generalities. A few still cling to the idea that 
welfare will automatically be served if obstmctions are removed 
from the operation of a theoretically self-balancing system of private 
enterprise. A few at the other extreme expect no important gain 
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without some sort of universal revolution. But these static views do 
not influence either the general public or those with responsibility 
in government and industry. Rather, they ask what it is in particular 
that they want to achieve, and what is the best way to achieve it, 
given the circumstances. Once the details of the separate programs 
are sketched in, it is possible to ask how they will fit together and 
what they will mean for the economy as a whole. Let us therefore 
summarize (with extreme brevity) the chief proposals. 

SOCIAL SECURITY 

The attention of the world was first called to British reconstruc- 
tion plans by the official report on ^'Social Insurance and Allied 
Services” by Sir William Beveridge. The international sensation 
created by this report cannot be attnbuted to any novelty m the 
concept of social security, which has been expressed in legislation in 
almost all democratic nations. Preparation and publication of the 
report was a dramatic event in itself because it was issued in 1941 at 
a time when it was still far from certain that the Axis might not be 
victorious and when Britain was concentrating every available effort 
on prosecution of the war. Sir William himself answered the objec- 
tion that the time was inappropriate in the following words; 'This 
does not alter three facts that the purpose of victory is to live into a 
better world than the old world; that each individual citizen is more 
likely to concentrate upon his war effort if he feels that his Govern- 
ment will be ready in time with plans for that better world, that, if 
ihese plans are to be ready in time, they must be made now,” 

Attention was also attracted by the fact that this scheme for com- 
pulsory national insurance was a universal one covering everybody in 
the liation without exception, and insuring against all the major 
economic risks of modem society. The idea that it aimed to com- 
pensate for all misfortunes "from the cradle to the grave” not only 
inured the approval of many, but also caused conservatives to ob- 
ject on the ground that it was a form of benevolent paternalism 
which would undermine individual responsibility. A crade slogan 
of this kind somewhat obscured tifie real origin and nature of the 
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In the first place, we must remember that social insurance of 
numerous kinds is an old story in England. Workmen's compensa- 
tion was inaugurated in 1897 and was made general m 1906. Old age 
pensions on a limited basis were first established in 1908. Com- 
pulsory health insurance began under Lloyd George in 1912, and 
unemployment insurance covering a few industries was adopted m 
the same year. The latter measure was made general in 1920 and was 
thoroughly revised in 1934. Special provision had been made for 
specific types of disability such as blindness There was also a large 
development of voluntary cooperative insurance against death and 
other contingencies. For a long time, the need had been recognized 
to coordinate these various insurance schemes and unify their 
administration. 

A given person might be paying contributions into a half dozen 
different funds, and he had to deal with different offices and 
authonties whenever new contingencies arose. If a man with a wife 
and two children became unemployed, he received 38 shillings per 
week If, while unemployed, he was so unfortunate as to become ill, 
he was transferred from the unemployment benefit to the sickness 
benefit, and his weekly receipts fell to 18 shillings. A boy of 17, on 
the other hand, was entitled to an unemployment benefit of 9 
shillings, but could get 3 shillings more if he fell ill while unem- 
ployed. Such absurdities were of course unintended, and arose 
merely from the lack of a comprehensive plan. In addition, many 
persons were left out entirely, though their deserts and their needs 
were as great as those of the persons eligible for insurance. Also, the 
duplication of offices and records involved unnecessary administra- 
tive expense. The government wisely decided not only to put an end 
to such anomalies, but to employ the occasion for devising a fresh 
sdheme in which the problem was regarded as a whole. ''Now," 
wrote Sir William, "when war is abolishing landmarks of every kind, 
is the opportunity for using expenence m a clear field A revolu- 
tionary moment in the world’s history is a time for revolution, not 
for patching." 

Second, it is necessary to understand that, while the plan is 
universal m its coverage, it does not abandon the principles common 
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to all insurance, that the beneficiary should contribute to a fund 
from which the benefits are paid, and that the benefits need not 
compensate for the total losses incurred by the individual. '*The 
state m organizing security should not stifle incentive, opportunity, 
responsibility; in establishing a national minimum, it should leave 
room and encouragement for voluntary action by each individual 
to provide more than that minimum for himself and his family.” 
The social aspect of the plan, on the other hand, involves a recogni- 
tion that it IS in the interest of all the citizens and of the community 
considered as a unit that everyone should have a minimum of pro- 
tection and should contnbute no more than may be reasonably ex- 
pected of him, even if that does not cover the full cost. Thus, con- 
tributions are varied according to the status of the insured and are 
supplemented wherever necessary by public funds ultimately de- 
pendent upon taxation graduated accordmg to ability to pay. 

Finally the report recognized that social insurance could be only 
a part of a general program of postwar reconstruction. It was not in 
itself a panacea, but was rather a last hhe of defense against the 
more extreme cases of want. A plan of this sort could do little to in- 
crease the aggregate national income, it was primarily "'a method of 
redistnbuting income, so as to put the first and most urgent needs 
first, so as to make the best possible use of whatever resources are 
available. That is worth doing even if the resources as a whole are in- 
sufEcient for the standard of life that is desired.” But the Report ex- 
plicitly assumed that there would be other measures which would 
materially reduce the need for resort to insurance. Thus, there 
would be a program to lessen the amount of disease, another pro- 
gram to enhance the nation’s capacity to produce through better 
education, and a tiiird program to minimize the amount of unem- 
ployment and so at once to increase the total income to be shared 
and to reduce the insurance burdens that would be placed upon it. 

hi preparing the new plan, the Committee reviewed not only the 
iaconsistaicies of the old ones, but the extent to which existing in- 
surance failed to meet obvious needs. It consulted scientific social 
surv^s made in a number of the principal cities, which revealed the 
percentage of the population living bdow a subsistoice levd and tihe 
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causes of the deficiency. Two major conclusions emerged. Of all 
those persons shown to be m want, from three-quarters to five-sixths 
were suffering from loss of earning power The deficiency in the re- 
mainder of the cases arose from the fact that the income available to 
the family unit was not adjusted to its size. From these observations, 
the Committee drew the" appropriate inferences. First, the level of 
benefits must be raised to a point where they would provide a 
minimum of subsistence to those who could not obtain employment 
or were, for any reason, incapacitated for it. Second, there must be 
family allowances for all, whether at work or not, in order to aug- 
ment the income according to the number of children. 

The next question was whether benefits of the necessary amount 
could, in fact, be paid. The same social surveys indicated clearly that 
the desired results could be achieved merely by a redistnbution of 
income among the wage-earning people themselves, even without 
tapping the surplus of the rich. While in each city many were be- 
low the minimum of subsistence, those families who enjoyed in- 
comes above this level were far more numerous, and large percent- 
ages of them earned substantially more than was necessary to main- 
tain life. Thus, it would have been possible to bring those who suf- 
fered actual want up to the minimum by a redistribution of 
workers’ income which would have made scarcely noticeable in- 
roads on the earnings of those who were more highly paid. The 
Committee, by citing these facts, did not intend to imply that the 
nation should be content merely to redistribute the prewar total of 
income without making any attempt to increase it, or that nonwage 
earners should not be called upon to pay their just share of the 
insiirance burden. 

The Coalition government, in which the Conservatives were 
dominant, was m no hurry to act upon the report of the Beveridge 
Committee, but finally, some three years later, it adopted the rec- 
ommendations with minor modifications in a White Paper sub- 
mitted by the Minister of Reconstmction. For insurance purposes 
the population is divided into the following all-mclusive classes: 

Class I: Employees, 

Class IT. Others gainfully occupied. 
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Class III: Housewives. 

Class IV: Other persons of working age not gainfully occupied. 

Class V: Children below working age. 

Class VI: Persons retired and above working age. 

The benefits include unemployment insurance, retirement pen- 
sions, maternity grants, family allowances for all children after the 
first, sickness and invalidity insurance, benefits for widows, and 
death grants. 

Unemployment insurance is restricted to Class I and sickness 
benefits to Classes I and II. Everyone will be entitled to retirement 
pensions without any means test, upon reaching retirement age. 
Group III, or housewives who are not gainfully employed, will not 
receive sickness insurance, but if a woman’s husband is sick or un- 
employed, the benefit will be substantially increased if the wife also 
falls ill. Any woman who bears a child will receive an outright grant, 
plus a weekly benefit for 13 weeks provided she is employed. Even if 
she is not employed she will receive a weekly allowance for four 
weeks after confinement, to pay for domestic help. All these benefits 
will be available to unmarried mothers, if they have made the neces- 
sary contnbutions. Class V, or children below working age, will be 
accounted for by the provision of hot school lunches for all chil- 
dren, family allowances, and orphan allowances. Unemployment 
benefits do not continue indefinitely, but will cease after thirty 
weeks of continuous unemployment. There will, however, be al- 
lowances for persons who accept training for jobs in industries 
where openings may be available. Anyone who contributes for one 
or more of the forms of insurance will make his contributions in the 
form of a single weekly payment The admimstrabon will be 
unified. 

Assuming as a maximum an average unemployment of 8.5 per 
cent, it is estimated that the cost of the whole insurance plan will 
rise from 650,000,000 pounds in the first year to 831,000,000 pounds 
after thirty years. In the first year approximately 54 per cent of the 
cost will fall upon the Treasury or local taxes, the rest bemg met by 
contributions and interest. In the last year the share of public funds 
in bearing the cost will rise to approximatdy two-thirds Beveridge 
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hopes to reduce the national average of unemployment to 3 per cent 
of the working force Economists in the government are not so hope- 
ful, but expect to be able to produce a result somewhat better than 
the figures which served as a basis for the actuarial calculations. 

THE NATIONAL HEALTH 

Great Britain not only intends to compensate everyone who is 
sick for some of the loss of earning power caused by his illness, but 
also to see that he gets the right kind of medical care, entirely free 
of payment. More than that, the plan is to reduce the total of sick- 
ness and improve the health of those who do not actually become ill. 

For many years, Britain has practiced health insurance, which 
made it possible for most of those working for wages and salaries m 
the lower brackets to consult general practitioners without paying a 
fee. Under this system, supplemented by hospitals, chnics, and 
public health services ol the type familiar in the United States, the 
health record of the population has been improved, and the 
advances of medical science and art have been enabled to make a 
contribution which otherwise might have been denied to many with 
inadequate means. This system, however, left much to be desired. It 
did not extend to the wives, children, and other dependents of the 
insured persons. It did not decrease the financial burden of medical 
care on those whose incomes were above the insurance limit, but 
were still inadequate to meet the heavy costs of critical or prolonged 
illness. It provided no assurance that a patient in need of the services 
of a specialist or of hospital treatment could obtain it. Altogether, 
about half the population was not covered by health insurance. 
Doctors serving on the insurance panels, paid on a capitation basis, 
frequently had more patients than they could treat effectively. Since 
it was possible for a doctor to make more money by treatment of 
patients who could afford to pay fees, there was a tendency for the 
more skillful members of the profession, or at least for those who 
enjoyed the higher reputations, to become unavailable to the in- 
sured section of the population. This tendency would have existed 
even if there had been no health insurance, but the plan did little to 
correct it 
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There was discussion of the need for improving this situation 
even before the war, and the discussion was intensified after 1939, 
While proposals differed, there came to be general agreement that 
the government must take the lead in making possible a thoroughgo- 
ing reorganisation It did so by undertaking a study which, while 
attempting to profit from past experience rather than discarding it, 
adopted the same fresh approach which is characteristic of the plan 
for social security. The result was a White Paper proposing the 
establishment of a National Health Service, the objects of which 
should be: 

"'(1) To ensure that everybody in the country — irrespective of 
means, age, sex or occupation — shall have equal opportunity to 
benefit from the best and most up-to-date medical and allied 
services available 

''(2) To provide, therefore, for all who want it, a comprehensive 
service covering every branch of medical and allied activity, from the 
care of minor ailments to major medicine and surgery; to include 
the care of mental as well as physical health, and all specialist 
services, e.g. for tuberculosis, cancer, infectious diseases, maternity, 
fracture and orthopaedic treatment, and others; to include all 
normal general services, e g the family doctor, midwife and nurse, 
the care of the teeth and of the eyes, tl^e day-to-day care of the child; 
and to include all necessary drugs and a wide range of appliances* 

'"(3) To divorce the care of health from questions of personal 
means or other factors irrelevant to it; to provide the service free of 
charge (apart from certain possible charges in respect of appliances) 
and to encourage a new attitude to health — ^the easier obtaming of 
advice early, the promotion of good health rather than only the 
treatment of bad/^ 

One of the most striking changes from the old attitude embodied 
in. this plan is its emphasis on prevention rather than cure. On this 
point, the Report states* ‘'Personal health still tends to be regarded 
as something to be treated when at fault, or perhaps to be preserved 
fepm getting at fault, but seldom as something to be positively im- 
proved and promoted and made full and robust. Much of present 
cuttopi and habit sbU centres on the idea that the doctor and the 
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hospital and the clinic are the means of mending ill-health rather 
than increasing good health and the sense of well-being While the 
health standards of the people have enormously improved, and 
while there are gratifying reductions in the ravages of preventable 
disease, the plain fact remains that there are many men, and women 
and children who could be and ought to be enjoying a sense of 
health and physical well-being which they do not m fact enjoy. 
There is much sub-normal health still, which need not be, with a 
corresponding cost in efficiency and personal happiness.” 

Another advance which, like the preceding, has received a power- 
ful stimulus from the more progressive members of the medical 
profession, is the attention the Report devotes to improving the 
quality of medical care as well as to increasing its availability. Too 
often the layman regards medical care as a standardized commodity, 
and thinks of the problem of making it available to the population 
mainly as an economic one, that is, df making sure that everyone 
shall be able to pay a doctor through insurance or otherwise. Equally 
important, however, is the need for making sure that doctors are 
well trained and that once they begin to practice they have access 
to the latest discoveries of medical science and are enabled to carry 
on their work under conditions which will enable their patients to 
obtain the best that medicine has to offer. This involves many re- 
quirements, among which are standardization on a high level of 
medical schools, hospitals, and clinics^ and closer connections be- 
tween the general practitioner on the oAe hand, and specialists, in- 
stutions for niedical education, and hospitals on the other. Char- 
acteristic of the more modern medical attitude embodied in the 
report is the statement that 'The aim must be to reduce the distinc- 
tions drawn between mental ill-health and physical ill-health.” 

An octensive reorganization and coordination of medical services 
\dOil be required to approach the goals m view. It is recognized that 
they cannot all be reached within a short period. The detailed 
nature of the reorganization is a matter of debate. It will undoubt- 
edly mvolve, however, regional supervision of all medical facilities 
within a given area in order to make sure they are adequate in 
quantity and quality and have the proper relationship with one an- 
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other There is also a good deal of opinion in favor of creating a net- 
work of local health centers in which group practice will be the rule. 
The Report proposes that doctors attached to these health centers 
be remunerated by salaries rather than by fees according to the 
number of patients which they treat. If the government plan pre- 
vails, however, group practice will also be retained on the capitation 
basis It IS the intention to preserve free choice of doctor within 
practicable limits and to allow private practice, insofar as it may be 
preferred to the public system. Naturally, much attention will be 
paid to the proper distnbution of doctors and other medical 
facilities It is suggested that the number of patients per doctor be 
limited, including those patients able to command private practice. 
It IS also suggested that young doctors be required to undergo an 
apprenticeship before setting up practice for themselves, and to do 
so if possible In public health centers. 

British doctors and their official organization, the Bntish Medical 
Association, have long accepted health insurance and would not 
"think of trying to return to a regime of wholly pnvate practice. 
Many individual physicians would favor going even further than the 
proposals of the government. The B. M. A , however, like all pro- 
fessional associations, has vested interests to protect and is cautious 
about accepting radically new measures. Like organized medicine in 
the United States, it wants to safeguard the personal relationship 
between physician and patient, and is particularly fearful of control 
of medical service by laymfen, especially when exercised through the 
state, which it fears will be bureaucratic in its methods. As m the 
United States, the attitude of organized medicine is largely colored 
by the point of view of the more successful practitioners, whose in- 
comes are derived mainly from private practice. 

'The teport has attempted to conciliate this point of view in 
numerous ways. It points out that under the new system people will 
be free either to use or not to use the new services as they wish, and 
there will be no compulsion for doctors to be a part of it. There will 
be no interference with existing freedom of choice in selecting a 
doctpr* Physicians are to be allowed to follow their own professional 
methods^ without outside dhnical interference* The whole service is 
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to be based on the family-doctor idea. In the central administration, 
the chief authonty will be a Minister of Health, who is responsible 
in the usual way to Parliament and the people He will be advised, 
however, by a Central Health Services Council, representing general 
and specialist medical practice, medical teaching, hospital organiza- 
tion, and other professional interests. This Council will be ap- 
pointed by the Minister after consultation with the interests 
represented, and it may advise the Minister not only about ques- 
tions referred to it by him, but also on its own initiative For ex- 
ecutive purposes, the Minister will act through another body, to be 
known as the Central Medical Board. This Board will be composed 
in the main of members of the medical profession. It will be the 
employer with whom doctors working for the state will enter into 
contracts. Thus, while the powers and authority of the democratic 
state are to be in ultimate control, the administrative policies and 
the executive practice of the proposed service will be m medical 
hands. 

Needless to say, the plan will involve a large expansion both of 
medical personnel and medical facilities. A preliminary estimate 
of the total cost of the scheme to be borne out of public funds is 
132,000,000 pounds per year. 

EDUCATIONAL REFORM 

The necessity for public intervention to make sure that the people 
are well educated is recognized by every modem nation — ^it has long 
been accepted in the United States, even by those who dislike state 
action in other spheres. It may be for this reason that educational 
reform m Britain was the first item on the reconstruction agenda^ 
to be embodied in Parliamentary legislation. Britain has long had 
governmental regulation of education and a system of state schook, 
but the latter has not been so widely used as the public school 
system in the United States. This situation is not traceable to any 
lack of interest in education on the part of the British people, but 
rather to the fact that many of its centers of education grew up be- 
fore social or political democracy had developed, and these old ii> 
stitutions were already strong when the state entered the field. 
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Approximately half the elementary schools in the country have 
been voluntary church schools, over which the local education 
authorities did not have full control. Secondary education has 
traditionally been dominated by the famous ''public schools,” like 
Eton and Harrow, which m America would be called private 
schools. The chief function of these institutions used to be regarded 
as providing boys with that type of classical training and social 
environment which would fit them to enter the great universities 
and in due course to become members of the ruling class. These 
schools and the ancient universities for which they prepare of course 
have their unassailable merits, but it is obvious that the tradition out 
of which they grew is not a suitable one for determining the type of 
education for the entire population of a democratic nation. In the 
early years of the war, the phrase "the old school tie” became a 
popular expression of dissatisfaction with some of the results of this 
kind of training m producing national leaders. 

More modern schools have in recent decades come into being 
under both public and private auspices. Technical education has 
received more attention, and various experimental schools have 
gained a considerable reputation. There are, however, numerous 
anomalies and anachronisms in the school system considered as a 
whole. For instance, while education has been compulsory between 
the ages of five and fourteen, the Act of 1921 describes the duty of 
the parent in this respect by stating that he shall "cause that child 
to receive efficient elementary instruction in reading, writing, and 
arithmetic.” Such language is appropriate, not to modem times, but 
to the penod when it was sought merely to achieve literacy and 
fquip children with knowledge necessary for going to work at the 
of ten. In many cases, elementary and higher education in the 
same trea are administered by different local authonties. Classes in 
Asmentary schools are often far too large. Transition from junior 
Schools to secondary educational institutions depends upon com- 
l^ihve emmination at the age of eleven. Those chfldren who do 
hot pass remain for die most part in uppo: classes of the schools 
are already attending, or are divoted from the mam stream of 
Idl^tion, In additiofh the ability to otok sepondary school educa- 
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tion depends to a large extent upon the ability of the parents to pay 
the tuition. Many abler cjhildren are crowded out of the schools 
which are not free by the mere fact that the parents of other chil- 
dren have more ample means. 

Education will now be made compulsory to the age of fifteen, and 
as soon as possible, the school-leaving age will be raised to sixteen. 
Schools will be entirely free of charge to everyone up to the univer- 
sity level. In the universities, 40 per cent of the students already re- 
ceive aid from public funds, and the number of scholarships will be 
increased. All boys and girls who go to work before they are eighteen 
will receive compulsory part-time education during working hours. 
They must attend ^'county colleges” one day a week for forty-four 
weeks a year and will receive technical, commercial, and general 
courses. Free nursery schools will be provided for children under five 
wherever there is a demand for them. In 1919, there were thirteen 
such schools in the nation receiving state aid, whereas in 1944 there 
were more than two thousand. Their numbers will undoubtedly be 
greatly increased and their facilities improved. 

The organization of education will be changed. Primary, second- 
ary, and higher education will no longer be subject to separate 
authonties, but will be planned as a continuous system. In each 
locality, the local education authority will have the duty of provid- 
ing efficient education throughout all three stages ^Tor all persons 
in idle area capable of profiting thereby.” In order to meet this 
responsibility, the local authorities must in each case make a com- 
prehensive survey both of the existing facilities and of the needs of 
their respective areas. They must plan and submit to the National 
Board of Education complete proposals for primary and secondary 
schools. When the Board approves a local development plan, it 
will specify the action which the local authority is required to take 
in such matters as improving existing schools and providing new 
ones. A time table will be included covenng the necessary steps. 

To solve the difficult problem of adjustment between state 
schools and religious education, the law makes a compromise by 
offering public grants for both existing and new premises to church 
schools and other^ voluntary or independent institutions. A vanety 

H 
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of possible relationships are permitted. In any case, however, gen- 
erally required standards must be maintained. 

The competitive examination at the age of eleven will be 
abolished. This will free the lower schools from the necessity of 
adapting their methods to independently determined requirements 
of the secondary schools. Choice of the type of secondary education 
whicli a given child will receive is to depend, not on examination, 
but on assessment of individual aptitude, with due regard for the 
wishes of the child and the parents. Decision in this matter will be 
subject to review at later ages as the child develops. Education will 
be moulded to the needs of the child instead of the contrary. 

Naturally, reorganization of this kind must carry with it careful 
reexamination of the content and methods of education. The 
curriculum of secondary schools is the subject of the Report of a 
Special Cominittee. Particular attention will be paid to further 
development of technical, commercial, and art education. “Public 
opinion,’’ declares the White Paper on educational reconstruction, 
“will, undoubtedly, look for a new approach to the choice and treat- 
ment of school subjects after the war. In particular, consideration 
must be given to a closer relation of educafaon in the countryside to 
the needs of agncultural and rural life and, more generally, to creat- 
ing a better understanding between the people of the town and of 
the country. A new direction in the teaching of history, and 
geography and modem languages will be needed to arouse and 
quicken in the pupils a livelier interest in the meaning and responsi- 
bilities of citizenship of this country, the Empire and of the world 
abroad. Education in the future must be a process of gradually 
widening horizons, from the family to the local community, from 
the community to the nation, and from the nation to the world.” 

The program will make heavy demands for new building, equip- 
ment; and manpower. As many as 90,000 new teachers may be re- 
quired. Conferences have been held with local authorities, teachers, 
and training institutions in order to prepare for tihie beginning of 
the e?cpansion immediately after the cessation of hostffities. The 
tenrpofaiy aim is to train 10,000 hew teachers a year, with free 
teiticm and maintenance. Substantially increased salaries will be 
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paid. The normal duration of the training course will be increased 
from two years to three. In the first few years the cost of the pro- 
gram borne by public funds will be increased by 4,900,000 pounds, 
and the additional burden is expected to become ultimately 
50,000,000 pounds. 
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BRITAIN’S 

DOMESTIC PROGRAM: II 

Rebuilding England, Clubs for All the People, 
Relocating Industry 

REBUILDING ENGLAND 

There will be no more insistent demand by the people of Eng- 
land after the war than that for new and better homes. The need 
of a housing program has been dramatized by the rum from Ger- 
man bombing with a vigor which no verbal argument could have 
achieved. Some months before the buzz bombs and rockets ceased 
arriving, one house out of every three had been damaged by enemy 
action, numbering altogether 4,500,000. Much of this damage was 
repaired, at least for temporary purposes, not long after it occurred. 
Nevertheless, about a half million houses were rendered uninhabit- ^ 
able, and of these nearly half were completely destroyed or damaged 
beyond repair. 

These raw figures are far from conveying the visual effect of the 
bomb damage and the impetus it has given to the movement for 
physical reconstruction of English towns. Most of the destruction 
ocxurred in London and other cities in the southern half of England. 

In these localities, a good deal of it was concentrated within fairly 
narrow areas. Working class districts which were not far from in- 
dustrial plants or docks and harbors naturally suffered most. If the 
Germans had carefully selected for bombing every third house along 
every street throughout the Bntish Isles, the need for physical re- 
oonsfiruction would still have existed, but the demolition would not 
have suggested so obviously the opportunity for slum clearance, im- 
proved planning of crowded areas, and the redevelopment of 
metropolitan regions in order to make possible a more hygienic and 
a higho: level of life. As^ a stimulus to fullness of future living, the 

xoo 
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air raids were a blessing m disguise. The disguise was murderous 
and terrifying when they occurred, but the blessing will cast off its 
mask in future years. 

If the towns in the south of England are to snatch this great good 
from their misfortune, those m the north of England, Scotland, and 
Wales, which had suffered equally from the less spectacular but 
longer endured and equally murderous evils of overcrowding, must 
receive similar benefits For while the Germans dramatized the need, 
they were far from creating it. Even before the war, most cities were 
badly planned for modem living, and housing for those in the lower 
income brackets was inadequate both in quantity and in quality. 
In addition to those who have been bombed out, 850,000 couples 
marned since 1939 want homes, whereas only 150,000 houses have 
been built since the beginning of the war. Many of these were for 
temporary use in the neighborhood of munitions plants. Mean- 
while, existing houses have been falling to pieces or becoming ob- 
solete from causes other than high explosives dropped from the air. 
There would have been an urgent demand for mere living space 
even if there had never been a thought of providing any better phys- 
ical environment than had previously existed. 

In the years between the wars, modern ideas of town planning 
and public housing had already taken a firm root. Garden cities like 
Welwyn and Letchworth Village were celebrated throughout the 
world. Municipal authonties stepped in to help supply the needs of 
the many families who could not afford to rent or buy new dwellings 
at the costs prevailing in the pnvate building industry. The national 
government enabled them to do so by subsidies from the Treasury. 
It was not merely the public subsidies, however, which made it pos- 
sible for the authorities to produce far more attractive houses within 
the reach of wage earners. Planning for sizeable areas which included 
in single projects not only a considerable number of houses, but 
parks, streets, and other utilities, both improved standards and re- 
duced costs. Large-scale operation also yielded economies. While 
public housing was far from supplying all reasonable needs, it did 
illuminate the possibilities and trained people in new methods of 
achieving the desired result. 
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The public housing, available to those m the lower income brack- 
ets, stimulated a demand among persons with somewhat larger 
means for equally good dwellings. It also demonstrated to builders 
and investors that large-scale construction was a profitable mvest- 
ment, even though relatively low rents were charged. Whereas build- 
ing of houses had previously been regarded largely as a means of 
making quick speculative profits, with the attendant possibility of 
losses, housing construction now became attractive to those who 
wanted to invest money safely for long periods and at lower returns. 
Experience proved that wage earners paid their rents regularly, even 
the risks of unemployment, now modified by unemployment insur- 
ance, were not readily transferrable to the landlord. The result was 
a large volume of private building for those m the lower middle 
income brackets, occurring during the depression years after 1950. 

Other circumstances as well combined to stimulate private build- 
ing during these years. The number of separate families in the na- 
tion reached its peak, consequent upon the peak m the number of 
births m 1903. At the same time the automobile and the improve- 
ment m public transport increased the desire for suburban life. 
Meanwhile the purchasing power of the salaries and wages of those 
who remained employed was increasing because of the fall in the 
cost of livmg. 

Public housing, together with its secondary result in the private 
building boom, also had an indirect consequence of great impor- 
tapce. The depression of the thirties was international in its effects, 
and Britain was not exempt. She suffered particularly in the indus- 
tries dependent upon export, like coal, steel, and cotton textiles, 
Nevai:heless, she did not experience to anything like the same ex- 
tent as the United States a decline of employment or of the national 
inomae. It seemed clear to almost every observer that the activity of 
hnilchng was largely responsible for this relative good fortune. T^us 
^perience helped to establish acceptance of the pnnciple that con- 
struction can act as a balance wheel to moderate the swings of boom 
an 4 depression. It is now believed by almost all that a large housing 
pfogram is not only desirable in itself, but is a pnmary means of 
helping to maintain full einployment. 
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The first task is to provide temporary houses to take care of those 
who have been bombed out. This is being done by factory prefabri- 
cation of elements which can be erected quickly and with the least 
possible labor. These temporary structures are well designed and 
serviceable, and probably embody better living conditions than 
those to which many of their occupants have been accustomed in 
the past. Willie everyone admits the urgency m providing shelter, 
there are two schools of thought concerning the emergency housing 
program. One argues that the main emphasis should be laid on 
temporary housing because of the heavy demands which a suflBi- 
ciently large permanent housing program would make upon the 
labor supply and materials in the immediate postwar years. The 
other fears that temporary housing will actually be permanent, as it 
usually has been m the past because of the chronic housing shortage, 
which has made it impractical to tear down even the most obsolete 
structures as long as families were occupying them and there was no 
other living space available. This body of opinion favors limiting the 
emergency housing to cases of dire necessity and getting on as rap- 
idly as possible with the task of permanent rebuilding. 

. So great is the task, in any case, that the only major differences 
of opinion concern the possible speed with which it can be per- 
formed. Before the war, approximately 1,000,000 men were em- 
ployed in construction and 15 per cent of them were without jobs. 
In the last five years of peace the industry, devoting about half its 
resources to housing, turned out an average of 360,000 new dwellings 
a year. The Coalition government planned to increase the labor force 
in building to 1,250,000, to keep it steadily employed, and to pro- 
duce 500,000 new houses a year under full peacetime conditions. 
The complete program calls for 4,000,000 new homes within ten 
years as compared with the same number built m twenty years be- 
tween the wars. 

In this program, mass production of matenals in factones will 
have a much larger place than before. The dimensions and qualities 
of housing components are being standardized and the number of 
types of fittings is being reduced. Employment will be stabilized in 
the manufacturing industries concerned, as well as m construction 
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itself. Production will be scheduled so that, m Lord Woolton^s 
words, '‘AlII the various parts come forward at the right time to 
match the progress of house building.’" The design and construction 
of the houses will be of a better quality than before the war, al- 
though few radical departures in appearance are likely to be made. 

The English are not going in for the '"ultramodern” merely as a 
fashion. Particular attention will be paid to the layout and to better 
heating, laundry facilities, and closet space. Standardization of com- 
ponents and fittings will not lead to any undesirable lack of vanety in 
the finished product, since the parts can be combined in any num- 
ber of ways. There is no aesthetic merit in having hundreds of dif- 
ferent kinds of windoivframes or hardware and plumbing fixtures, 
many of which are unbeautiful in themselves and present a mean- 
ingless confusion of choice to the householder. Extensive studies 
have been made of the best kinds of layouts for various types of lo- 
cation and for the use of the vanous sorts of family units. Experi- 
mental houses have been set up and subjected to the criticism of 
thousands of people of the sort who will occupy them. Some have 
actually been lived in for a test period. 

The Conservative Party, calling for a 70 per cent increase in the 
emergency program, advocated the building of 850,000 houses in the 
first two years. A Committee of the Liberal Party, not to be out- 
done, demanded the building of 4,000,000 permanent houses m the 
first five years of peace instead of in the first ten, as the government 
suggested, and the production of at least 750,000 houses annually for 
rental. Such proposals must be understood more as a reflection of 
thp eagerness of politicians to respond to popular urgency than of 
sober possibilities. 

Before the war, public housing was so extensive that one-twelfth 
of al the dwelhngs in the country had been built by municipal au- 
thorities. After the war, the housing subsidized by the national gov- 
eamoit and built by municipalitks will make such heavy demands 
on the capadty of the industry that there will probably be little, if 
any, labor and matorials available for pnvate speculative building. 
The economic effects of^a public housing program of this magnitude 
i^tf bdng %nored. The government will have a virtual monopoly 
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in the use and financing of the half or more of the construction in- 
dustry devoted to housing If one adds other types of public build- 
ing, such as schools, hospitals, community centers, and ofEces, ap- 
proximately two-thirds of the expenditures for construction will be 
channeled through governmental agencies. This fact offers a real op- 
portunity for the stabilization of production and employment at a 
high level It will, however, raise its own problems Some are ques- 
tioning whether the public demand for rapid rebuilding will not 
lead to the allocation of so large a share of the nation’s resources to 
this activity as to hamper the needs of export industries or other 
necessary parts of the total economy. Many building materials, in- 
cluding timber, must be imported, and this fact has its bearing on 
the problems of international trade Finally, it is asked what is going 
to happen to the building industry and to the stability of the entire 
economy when the program is completed. Will there then be a 
slump in housing construction^ There are possible answers to all 
these questions, but the working out of any policy depends upon 
careful planning of the economy as a whole. 

It has long been recognized that a good housing program is not 
merely a matter of building houses, but also of planning their en- 
vironment. Most towns in England, like those in the United States, 
already have planning authorities. There have also been tentative 
studies in regional planning. Now, however, the planning function 
is taken much more seriously and must be applied on a more exten- 
sive scale Even while air raids were raining bombs on London, the 
architects started work on a fifty-year plan for rebuilding the whole 
metrppblitan regioh. Improvements will be made in terminals, in- 
dustrial centers, the layout of streets, provision of open spaces, and 
Ae opening of vistas, so that the city as a whole will be both more 
convenient and more beautiful. The plan was submitted to the pub- 
lic for criticism before final action. Similar activity has been going on 
in many other cities. In addition, Parliament has created a national 
Ministry of Town and Country Planning and has given it extensive 
powers It IS to supervise and coordinate the work of local planning 
authorities in the interest of a balanced regional and national de- 
velopment. It can step m and actually do the local planning where 
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there is no local authority or where that authority does not fulfill 
its function. It also has jurisdiction over land uses in rural areas, 
Bntam has therefore gone m for coordinated land planning on a 
comprehensive scale. 

In planning whether a given piece of land shall be used for low- 
cost housing, or streets and parks, or industry or agriculture, the 
authority makes decisions which would greatly affect land value one 
way or another, if the land were allowed to be bought and sold in the 
free market Such shifts m valuation either are profitable to private 
owners, or, if they cause losses, require compensation to be paid. In 
either case, the cost of development to the public authorities is in- 
creased, and high land values may interfere with good planning. A 
universal planning program therefore requires measures to obviate 
the confusing obstacles inherent in private land ownership. The 
government in 1941 appointed a committee to investigate this sub- 
ject and make recommendations. 

The Uthwatt Committee took its work seriously and made an 
analysis which went to the roots of the problem One important 
question concerns undeveloped land m the neighborhood of cities. 
Because of the growth of suburbs, fringe land of this kind is often 
profitably improved by private developers. Nevertheless, under good 
planning, it sometimes should be held for agricultural use or for a 
green belt providing recreation and other amenities. Under the laws 
existing before the war, a planning authority could prevent the de- 
velopment of land of this kind by its private owners, but was obliged 
to compensate those owners for the loss of their expectation of profit. 
More 1$ involved than a payment to any single individual. If the 
authority reserves a large tract of this kind, it must pay compen- 
sation to the owners of all the land in question, although not all the 
land IS ever likely to be developed and a large part of it would prob- 
ably not be improved m the near future even if no restriction existed. 
Nobody can predict with certainty on what parcels the enhancement 
of value would be likely to settle, and so it is impossible to compen- 
sate some owners more than others. The aggregate payments to all 
the owners will therefore mcrease the total land value much more 
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than it would have been increased if the planning authority had not 
intervened. 

Still another obstacle existed under the prewar laws. When any 
given piece of land is taken out of the market by restnctions on de- 
velopment imposed by planning authonties, the total demand for 
land which may be developed is not thereby decreased. If the pros- 
pective purchaser who wants to build houses or a factory cannot buy 
in one place, he presumably will do so in another. The owner of the 
property he finally purchases thus profits as a result of the original 
action of the public authorities. Theoretically, the increase in value 
taking place m this way is recoverable by the municipality in ques- 
tion. Actually, however, it is impossible to trace such shifts in value 
from one piece of land to another with enough precision so that 
public recovery can be made. In order to remove both this difficulty 
and that pointed out in the preceding paragraph, the Uthwatt Com- 
mittee recommended that, in the case of all undeveloped land in the 
neighborhood of towns, the state should immediately take over 
rights of development. The value of the rights so acquired would be 
determined on the basis of a single fixed sum, representing a fair 
value to the state of the developmental rights taken as a whole. 
Compensation to the owners would then be made by dividing this 
sum in proportion to the estimated development value of their in- 
dividual holdings as it stood in the spring of 1939, before the war 
began. The Committee also recommended that, if any of this land 
were subsequently developed, the state should purchase it at the 
time of its development, if necessary by compulsion. If development 
by a private individual were permitted, the land should then be 
leased to him. 

With regard to land within towns and cities, the Committee 
found that a somewhat different problem existed The planning 
authonty could do little unless it had the power to “cut through the 
tangle of separate ownerships and boundary lines.” Only thus could 
cities be replanned in sufficiently large units Accordingly, the Com- 
mittee recommended that the planning authonty have the power 
to compel owners to sell all of any areas needing redevelopment, at 
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prices not exceeding the level of the spring of 1939. A final recom- 
mendation was intended to take care of the increases m value accru- 
ing to private land-owners as a result of restrictions placed on other 
land by the authority It proposed a tax of 75 per cent of annual 
increases in value of all developed land The net result of these 
measures taken together would therefore be to prevent loss to the 
public from rising land values as a consequence of the great rebuild- 
ing program Any land needed by the development authorities or 
likely to be needed by them would be frozen at its prewar value or 
slightly above. 

The National government to which this report was made was 
heavily weighted with Conservatives, and the landowning interests 
in Britain exert a great influence on the Conservative Party. It did 
not accept the Uthwatt recommendations, but issued a White Paper 
making proposals of its own which are likely to seem*radical to real 
estate interests in this country Local authorities would be allowed 
under this scheme to purchase any land they needed for redevelop- 
ment, with the approval of the Minister of Town and Country 
Planning The price of such land would be fixed at its 1939 value for 
a penod of five years No private owner could develop his land with- 
out obtaining the consent of the planning authonty. Whenever 
such permission was granted, the owner would have to pay back 80 
per cent of the increase in value resulting from the permission to 
develop his land. The same charge would be applied to land already 
developed, if it were redeveloped. Payment of compensation for 
refusal to allow private owners to develop their land would be on the 
basis of prewar value. This payment would be made from a central 
fund which would receive the 80 per cent tax for the improvement 
rights granted. 

Even die extreme Right thus recognized the necessity of pre- 
venting the building program from being obstructed by an inflation 
of landowners’ profits ansing from the heavily increased demand. 
The Labour Party was onginally willing to accept the Uthwatt pro- 
posals, but now has officially adopted the program of state ownership 
of land. It Will probably push this program to the fore if private land 
ownership seems to be delaying or making more costly the housing 
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program. It may, however, compromise by exempting agncultural 
land, to which a somewhat different set of considerations apply, 
insofar as this land is not needed for urban redevelopment. 

CLUBS FOR ALL THE PEOPLE 

Even before the war, observers of English social conditions recog- 
nized a growing need for better opportunities for community life. 
The few who had the larger incomes had long had leisure, country 
estates, and clubs. Now the rank and file of the population received 
a sudden access of leisure through shorter working hours. While 
many of them made good use of this extra time in pursuit of individ- 
ual hobbies or by family excursions, the facilities available for social 
uses of leisure were inadequate in both quantity and quality. Such 
as existed were provided largely by commercial enterprise like the 
movies or amusement parks. There were far too few places for nor- 
mal social intercourse, meetings, education, and recreation. 

While older villages in England had had their own forms of com- 
munity life, the bulk of the population lived either m larger cities or 
in newer developments which had few roots in the past. Workers 
migrated to the sites of new industries, while many thousands 
moved from the centers of cities into new suburbs. In these places, 
persons with different backgrounds and traditions were cut loose 
from the associations with which they had been familiar and found 
themselves in the midst of strangers with whom they had little in 
common. There was obvious need for some initiative to help the 
people get acquainted with each other and to provide organic life 
for the community. 

The earliest recognition of this sort of need occurred in the slums, 
where settlement houses and various types of community centers 
had long been performing a valuable service. But the possession of 
a somewhat higher income and the occupation of a sanitary house 
in a modern suburb does not decrease the need for social contacts 
and creative recreation. The belief has become widespread that the 
organization of community life should not be confined to the abnor- 
mal conditions of slums, where it has customarily been a philan- 
thropic undertaking England intends to abolish slums in any case. 
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The Report of the Ministry of Education on this subject concludes, 
''A community center should be regarded as an essential amenity 
of a normal community living in normal circumstances We have 
reached the conclusion that what may have been no more than 
desirable m the past will become urgently necessary after the 
war/’ 

The war has greatly increased the need for social facilities and has 
also stimulated the demand for them among those who have had a 
taste of activity m common with their neighbors outside of working 
hours Populations have become more mixed than ever before. 
People of both sexes, of all ages, and from every level of society have 
been brought together in essential war work of innumerable varieties. 
Common danger, plus the social and economic leveling which has 
taken plac6, has broken through old barriers and reticences. Whereas 
Englishmen used to be shy about talking to strangers, they now 
converse with little restraint whenever they are thrown together. 
They like the sense of sharing common interests and tasks Millions 
of people have acquired a sense of belonging and a feeling of being 
wanted and valued which they never had before. They also appre- 
ciate the stimulus received from human contacts in larger circles. 
This is particularly true of the young, who have been brought to- 
gether and organized for the war effort by special agencies. 

The tendency toward enhancing communal life is seen nowhere 
more vividly than in the changes the war brought to the **pubs.” For 
many years the public house, where men gathered for their drinks 
and their game of darts, has been known as the poor man’s club. Be- 
cause, however, intoxicating liquor was sold there, it was looked 
upon askance by many respectable members of the community. 
During the war, its atmosphere radically changed. The pub is now 
frequented by both men and women and is the customary meeting 
place for residents of any given locality, regardless of occupation or 
income status. There people learn to know their neighbors and dis- 
cuss the questions of the day. There is no better center in which to 
sample prevailing public opinion The opportunity for dnnking too 
much has been greatly reduced by the extreme shortage of spirits 
and the virtually complete absence of imported beverages of all 
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kinds. Soft drinks are always available, while the standard order is 
for one of the varieties of English beer, which contains an almost 
negligible percentage of alcohol. While there is wide difference of 
opinion as to whether the new community centers, to be provided 
by public agencies, should permit the sale of alcoholic beverages, it 
IS probable that in many localities they must do so if they are to 
compete with the pub in populanty 

The replanning and rebuilding programs offer a general opportu- 
nity for the provision of community centers. They will, of course, be 
open on equal terms to all members of the community. It is the aim 
to avoid like the plague the sort of institutional atmosphere which 
is too frequently associated with philanthropic undertakings de- 
signed for ''uplift.” The people must have a sense that the center 
belongs to them, and to this end moderate dues or fees will be 
charged and the administration will be democratically organized 
The facilities provided will be of great variety and adapted to the 
needs of individual localities There will be recreation rooms, meet- 
ing halls, a canteen, opportunities for music, drama, lectures, and 
discussion groups. The uses which will be made of such a center will 
depend largely on the spontaneous suggestions of the people them- 
selves. 

Wherever possible the center will also serve as a country club, 
with such things as tennis courts and bowling greens. It is planned 
to have a separate center for young people m the immediate neigh- 
borhood, since the community center itself is regarded as primarily 
an adult institution, although families may wish to take their chil- 
dren when they go. A typical description of the accommodations 
recommended for a population of five thousand to ten thousand is 
as follows: 

"A large hall, with stage and dressing rooms, a gymnasium, a small 
all-purpose hall, a large common room, kitchen, two large craft 
rooms with stores, games room, three quiet rooms, a library and 
reading room, accommodation for the warden, entrance hall, lava- 
tories, cloakrooms, passages, heating chamber, stores, cycle accom- 
modation, etc.” 
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Naturally^ skilled staffs will be necessary for institutions of this ex- 
tent, but they will be kept to a minimum m numbers and much of 
the work will be voluntary. The community centers will be a specific 
responsibility of the local education authority, although the phys- 
ical facilities will frequently be provided by the housing authority m 
consultation with the experts in education 
Discussions among economists and politicians frequently sound 
as if the task of improving levels of living were simply one of pro- 
viding more physical goods and distributing them more equitably. 
Food, shelter, clothing, and less fundamental kinds of goods are in- 
deed important. Nevertheless, the attention devoted m England to 
such subjects as community life indicates that as much emphasis is 
being placed on the quality of living as on its physical basis. Improve- 
ment of this kind also makes its economic demands, but it is often 
possible to obtain a very great enhancement of real satisfactions 
with a relatively small expenditure for things that must be bought 
with money. 


RELOCATING INDUSTRY 

A comprehensive planning and rebuilding program would neces- 
sarily involve decisions as to where factories should be built even if 
there were no special reasons for relocating industry. Within a town 
or countryside, they must have the right relationship to dwelling, 
recreation, and agricultural areas as well as to sources of materials, 
markets, and transportation facilities. They ought to be correctly 
distributed among regions for the sake of the prosperity of popula- 
tions as well as for considerations of both industrial and military 
strategy In Britain this necessity is reinforced by the history of 
industry and employment before the war. After 1919, permanent 
unemployment settled down like a blight in certain regions which 
came to be known as ''depressed areas.” The export market for coal 
declined, and this affected Wales and northern England The sur- 
feit of world shipping brought distress to the shipyards on the Tyne 
and the Clyde with their attendant industnes. Cotton textiles suf- 
fered in the Midlands. Meanwhile, newer and more prosperous in- 
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dustries selling chiefly to the home market sprang up in southern 
England and particularly in the counties within easy access of Lon- 
don. 

It would have been better both for the depressed areas and for 
the economic balance of the country as a whole if most of these new 
plants had been located where the bulk of the unemployment ex- 
isted, Workers, particularly English workers, do not readily move 
from their homes in order to seek employment in other localities 
They were always expecting their jobs back again They had small 
means to bear the expenses incidental to tiansportation and setting 
up family life in unfamiliar surroundings Those who did follow the 
factories were uprooted and set down m an environment in which 
they did not feel at home. In most cases, no compelling reason ex- 
isted for establishing the new plants where they were actually set up. 
England is a relatively small country with an excellent transporta- 
tion system. Relative distances from matenals or markets have little 
effect on costs or competitive advantage. It is believed by some who 
have studied the subject that the dnft of industry into the south of 
England did not result from economic considerations but rather 
from such motives as the desire of executives to live closer to the 
metropolis. 

During the war, the munitions plants constructed by the govern- 
ment were distributed with some regard to this previous unbalance. 
However, the necessity for speed plus military considerations pre- 
vented the choice of location entirely according to standards which 
ought to be applied in peace. Many of the war plants, too, will not 
be well adapted for permanent use in peacetime industry It is there- 
fore one of the chief aims of reconstruction to make a fresh start on 
the job of mdustnal location. 

Even during the later phases of the war something could be done 
by administrative action. Whenever the need for the product of a 
war plant came to an end, the disposal of the plant was turned over 
from the Ministry of Production to the Board of Trade, which is the 
ofiicial department having jurisdiction over this problem Manu- 
facturers wanting facilities for civilian production applied to the 
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Board of Trade for suitable plants. There were many more applicants 
than plants available. Those who would consent to locate m the 
areas most needing development were given priority. 

Somewhat later, legislation was prepared to govern the policy of 
the government m this respect. The negative conception of ''de- 
pressed areas” has been abandoned Regions in which it is desirable 
to promote industrial expansion have become known as develop- 
ment areas, and are carefully defined. The Board of Trade was given 
the power to add to these areas or subtract from them. Within the 
development areas the Board of Trade can encourage industry by 
several types of measures. It can acquire land for building factories 
and can itself build the factories. It can make loans to other non- 
profit agencies for the same purpose It can lend money to anyone 
who starts a new undertaking in a development area. It may even 
make annual grants to meet the payment of interest by such a per- 
son. Loans or grants may also be made for the purpose of public 
improvements which would be of use to industry, such as roads and 
railroads, docks and harbors, power stations, housing, and health 
services. 

In addition to using these positive measures to favor the develop- 
ment areas, the Board of Trade can discourage the settlement of 
industry m the more congested regions. Anyone who intends to 
build a new factory of over 30CXD square feet must notify the Board 
of Trade. The Board will thus have advance knowledge of new fac- 
tory construction of any importance, and may intervene to influence 
the choice of location. It will have specific power to forbid the erec- 
tion of new plants in areas where further development "would be 
seriously detrimental to the proper distribution of industry.’^ These 
areas are not defined in the bill but are to be outlined by orders of 
the Board of Trade itself, each of which will take effect only after 
Parliamentary action. This power is not regarded as drastic enough 
by those who favor a fundamental attack on bad industrial location, 
since there may be delay in choosing the forbidden areas and the 
pressure of local interests may cause Parliament to refuse to confirm 
orders of the Board. Moreover, there are no restrictions on the repair 
of war-damaged premises. It may be that stronger legislation will be 
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adopted. In any event, the Board of Trade will have additional 
powers as long as building materials are so scarce that building li- 
censes must be obtained before any project is undertaken Through 
this mechanism the Board can give priority to building in the devel- 
opment areas, and the demands of the housing program on construc- 
tion resources are such that this power is likely to be effective for a 
long time 

Two other reconstruction agencies created for a different purpose 
may also be utilized m support of planned industrial location. The 
government has created two Finance Corporations to serve the 
needs of business for capital and credit m the reconstruction period. 
One of these is to lend money to large enterprises, while the other 
will specialize m the necessities of smaller undertakings. The proj- 
ects are somewhat similar to the Reconstruction Finance Corpora- 
tion in the United States, originally adopted for the emergency of 
the prewar depression. They will, however, not be purely govern- 
mental undertakings, but will include banking participation Even 
if the banking system were not to be nationalized, it is closely 
integrated with governmental policy, and a mixed system of this 
kind can operate virtually as if it were an agency of the state. Nat- 
urally, the Finance Corporations ought to have a close liaison with 
the Board of Trade, and may thus in the granting or refusal of loans 
help to implement its policy of industrial location. 

Another important aspect of land planning is the location of 
agriculture. In recent years some of the best agricultural land in 
England, made fertile by long care, has been taken out of produc- 
tion by suburban developments or new industrial plants This mat- 
ter must naturally be of great concern in the future, not only to the 
agricultural authorities but to the Ministry of Town and Country 
Planning, the local planning authorities, and the Board of Trade in 
exercising its control over the location of industry. Since Britain 
before the war had to import 6o per cent of its food even to provide 
a level of nutrition which was on the average inadequate, and since 
after the war there will be a serious problem m purchasing abroad 
even as much as was imported before it, the conservation of good 
land for agricultural purposes must be a major consideration. The 
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general subject of agricultural reconstruction has been briefly sum- 
marized m a former chapter, but here it should be noted that the 
requirements of farming are very much a part of the total planning 
picture. 

In the United States regional planning has paid great attention 
to river systems, with their sources m forested country and their 
management at lower stages for such purposes as navigation, hydro- 
electric power, flood control, irrigation, and prevention of erosion. 
England’s situation is somewhat different, because her different 
topography and rainfall make the damage by erosion much less se- 
nous and create little need for irrigation or flood control. Neverthe- 
less, much attention is being devoted to reforestation, both because 
of the desires for wild recreation areas open to the public and be- 
cause of the need for augmenting the domestic supply of timber. 
There are also undeveloped sources of hydroelectric power which 
are likely to be utilized, especially in view of the decline of the coal 
industry. There is projected an extensive hydroelectric development 
m Scotland which is often compared with the TVA. Such considera- 
tions will surely form a part of over-all planning. 

In planning both towns and countryside, the English people place 
a high value on the intangible and uncommercial amenities of life as 
well as on mere economic efficiency m the use of resources. It would 
be more important to many an Englishman to be able to take a 
walking trip through unspoiled country than to have a few extra 
pairs of shoes or even a high-powered automobile. An interesting 
example of this attitude came to light before the war with Germany 
was won. The government had acquired great tracts of land for 
military purposes, and a bill was introduced governing the use of this 
land at the end of the war. There was no complaint whatever that 
the government might not exercise sufficient consideration of pri- 
vate or commercial interests. Widespread criticism of one of the 
clauses of the bill arose, however, on the ground that it might per- 
mit the government to close footpaths, stiles, and country lanes 
which in the long past have been a heritage of the wayfaring pedes- 
trian and open for public use. 
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The most ambitious part of the Bntish reconstruction program is 
the decision to provide a ]ob for everyone who wants to work for 
wageSy and to make certain that no important amount of unem- 
ployment is ever again suffered by the British people. This projecty 
like those described in the preceding chapters, is not one advanced 
merely by a particular school of theorists or a single section of the 
community. Both the desirability of the objective and the possibil- 
ity of attaining it are accepted by all political parties and by nearly 
all sections of the public. The Coalition government, maintained 
for the prosecution of the war, m which Conservative Ministers were 
dominant, issued through the Ministry of Reconstruction a Wliite 
Paper containing an explicit pledge to maintain a high level of em- 
ployment. This IS the rirst time in history that the government of a 
great capitalist country has formally undertaken such a responsibil- 
ity. It is understood that the pledge will be binding on future cab- 
inets, no matter what their political complexion The Labour gov- 
ernment which succeeded that headed by Winston Churchill natu- 
rally will take the pledge even more seriously. It is taken for 
granted that any government which disregarded this promise, or in- 
deed any govemmenf which failed in any substantial measure to 
fulfill it m the future, would be unceremoniously thrown out of 
office. 

The change in the climate of opinion which led to this daring 
commitment is made up of a number of factors. One, of course, is 
the memory of the sufferings resulting from unemployment in past 
years and particularly between the wars. More important, however, 
is the growth of the conviction that depression and other causes of 
a shortage of jobs are not decrees of an inexorable fate which are 
irremediable by human intervention The lay public has observed 
that during the two World Wars there was not only full employ- 
ment, but an actual shortage of labor, due obviously to governmental 
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demand for goods and manpower. It reasons practically that there is 
just as much human need for the products and services of labor m 
peace as m war, and that the government can, if it will, organize this 
demand and make it effective. The economic theorists, in turn, have 
reached substantial agreement concerning the mam causes of un- 
employment and believe that the application of their conclusions 
through the agency of the government would substantially dimmish 
if not abolish it Thus inertia no longer has the support of the au- 
thorities. 

Finally, it is understood by all intelligent citizens that the other 
items of the reconstruction program would lack their necessary basis 
unless the people and resources of the country were kept busy pro- 
ducing a sufficiently large volume of wealth and welfare. The burden 
of unemployment insurance, for instance, would be much heavier 
if the total of unemployment were large, and the government would 
not be able to collect so much m taxes to pay its share of the cost. 
More people will be undernourished or ill and consequently in need 
of the medical attention which will be provided by the National 
Health Service if unemployment robs many of the means to sustain 
a decent standard of life. The rebuilding of cities on a better scale 
would be incompatible with city populations deprived of their earn- 
ing power, and hence unable to rent better houses or to pay the taxes 
necessary to finance the local and national governments. 

The commonsense belief that it is possible to find work for every- 
one who wants a job is reinforced by contemplation of the recon- 
struction plans themselves. During the war, nobody had enough of 
anything. People were told that they must continue to get along 
with insufficient living space, clothing, and food — ^not to speak of 
amenities such as new automobiles, furniture, radios, and innumer- 
able modem inventions — ^untd the soldiers were no longer needed 
at the front and the munitions workers could cease their production 
of warplanes, tanks, guns, and shells. If, it is reasoned, we are to 
build new houses at least twice as rapidly as ever before, if we are to 
make up our shortages of clothing and be able once more to eat 
what we like, if, m addition, we are to find in the markets all the 
other things we want, and if besides we are to have many thousands 
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more of teachers, nurses, and doctors than before the war, how can 
there possibly be any shortage of jobs unless the government is guilty 
of monumental blunders or pnvate interests m control of money 
and production go on strike^ This commonsense judgment is sup- 
ported by competent students of the subject It will take perhaps 
five or SIX years at the least to fill the backlogs of demand and get 
back to a normal peacetime basis. After that, commonsense reasons, 
we should utilize any excess labor power either to improve the ma- 
terial level of living or to shorten hours of work in the interest of 
greater leisure. There is no need to permit unemployment to recur. 

The theoretical basis of the conviction that any substantial 
amount of unemployment can be avoided is far more intricate and 
detailed, but can be understood without too much difficulty by 
those who have no technical training in economics. In order to trace 
the way in which theoretical reasoning has caught up with common 
sense, it is necessary to summarize briefly the course of economic 
thought m England on this question. 

The classical theory did not account for the existence of a large 
and continuous volume of unemployment or the recurrence of 
cyclical depressions. Its basic tenet was that an economic order 
characterized by free exchange and competition in search of profits 
would tend automatically to approximate an equilibnum of demand 
and supply in every part of the market. This would be as true in the 
labor market as elsewhere. Unemployment would be merely an in- 
dication that the demand for labor was running behind the supply. 
In these circumstances, wages would fall until the relative cheapness 
of labor stimulated the demand and the surplus of workers disap- 
peared. In this type of analysis, any temporary lack of balance be- 
tween demand and supply was accounted for on the basis of some 
imperfection in competition or some friction or obstruction in the 
mobility of labor or capital. It was believed that impediments of this 
nature would be short lived and of little moment as long as the free 
play of economic forces was allowed to persist. 

Economists, like others, could not fail to observe the fact that the 
experience of the world was not so happy as their theory might have 
led them to expect. There actually were frequent slumps of trade 
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and employment, recurring with more or less regularity. There were 
also persistent pockets of unemployment which did not disappear 
even during the most active boom. The problem became so serious 
that great political pressure arose to do something about it. A Royal 
Commission on the Poor Laws and Relief of Distress, appointed by 
a Conservative government, reported its conclusions in 1909. It 
recognized the existence of a large volume of unemployment. It did 
not, however, depart from the classical theory that on the whole the 
demand for labor kept pace with the supply. It accounted for the 
strange fact that the supply was always larger than the demand, even 
when employment was at its highest point, on the ground that 
obstructions existed in the mobility of labor and that the labor mar- 
ket was not properly organized. 

Almost every industry was found to have a tendency to maintain 
a reserve of workers somewhat larger than its total need, from which 
it could hire at will for brief periods. For instance, the dockworkers 
were kept in the neighborhood of the docks by the chance of obtain- 
ing a few hours’ work from tim&to time, although if they had been 
offered a regular wage no larger than their average weekly earnings, 
they probably would not have accepted it. Though other industries 
did not exploit casual labor to the same extent, an essentially similar 
condition existed in building and many branches of manufacturing 
and mining. The remedy for this condition was sought in a per- 
fectly conventional device. Commodities were no longer sold from 
door to door, but were dealt in on exchanges where all elements of 
demand and supply had a common meeting place, and discrepancies 
could quickly be ironed out m the natural course of buying and 
selling The investigation therefore led to the establishment of a 
system of national labor exchanges where workers could apply for 
jobs and employers could apply for men. It was expected Aat this 
better organization of the market would minimize the evil. 

Another cause of unemployment was recognized at the same 
time — ^that is, the depressions of trade and business. Though there 
were many theories to account for the business cycle, the majority af 
economists regarded this also as a result of frictions or extraneous 
elements which interfered with a normal tendency toward equilib- 
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rium Perhaps the most popular theory held that the principal cause 
of fluctuations was to be found in the realm of money and credit, 
and so that a proper currency and banking policy would promote 
stability. There was undoubted truth m this theory, as well as m the 
theory that casual unemployment was brought about by poor or- 
ganization of the labor market. Neither, however, contained any- 
thing like the whole truth, and reforms in both realms failed to 
eliminate senous unemployment. Indeed, the evil became much 
worse after 1914 than before. 

Aside from the cyclical depressions which brought unemployment 
in 1921 and in the years following 1929, the chief cause of joblessness 
m England appeared to be the decline of the export trades, partic- 
ularly coal, shipbuilding, and cotton textiles This resulted in chronic 
and, for many workers, permanent unemployment in specific lo- 
calities. In the previous chapter, we have referred to these depressed 
areas The classical type of analysis believed this phenomenon also 
to be due to the lack of mobility of labor, and was inclined to regard 
the joblessness of the workers concerned as their own fault because of 
a stubborn refusal to go where work might be obtained. There was 
some cnticism of the effect of unemployment relief, because it 
helped to maintain workers in idleness in localities where there was 
little hope of their ever obtaining jobs. This point of view was later 
found to be superficial in the extreme. Workers unemployed in one 
industry often needed at the very least retraining in order to find 
employment in others. They could not be moved about as 
easily and with as little human loss as bales of cotton or pounds of 
tea. And there was no real assurance that, if all the unemployed had 
moved out of the depressed areas, there would have been enough 
jobs for them elsewhere The ultimate conclusion was that there was 
little hope of remedying this situation by attempting to enhance the 
mobility of labor. 

Another aspect of the classical theory of unemployment received 
special emphasis at the time because of the slump in export indus- 
tries. This was that the chief difficulty arose from insufficiently low 
wages. It was logical to suppose that the market for exports would be 
increased if lower prices could be charged, and that the chief ob- 



122 America’s Stake in Britain’s Future 

Stacie to lower prices was rigidity in labor costs. Naturally, labor 
bitterly opposed this analysis of the prevailing unemployment. The 
controversy was intensified when Britain went back to the gold 
standard at the prewar parity of the pound This brought such a 
high exchange value to British currency that the internal pressure 
for lower prices and costs was redoubled. 

About the only tangible result was a series of bitter strikes, fob 
lowed by forced departure from the gold standard. Prevailing British 
opinion finally veered to the conclusion, not that wages ought to 
have been reduced, but that it had been a mistake to reestablish the 
gold standard, especially at such a high valuation of the pound. 
Those who investigated carefully the specific diiEculties of the 
export industries in question came to the conclusion that their 
troubles could not be traced mainly to high wages, but to other 
developments such as the growth of textile manufacture of the 
cheaper grades m India and other former markets, the world-wide 
surplus of shipping resulting from the war, the relative exhaustion 
of the more highly productive coal mines, and the development of 
new sources of fuel in other nations. 

In the meantime, another type of basic analysis of the theory of 
unemployment was arising Numerous economists outside the clas- 
sical tradition had held that the demand for labor would not neces- 
sarily equal the supply, even if no elements of friction existed in the 
labor market. Prominent among these in recent times was a British 
writer, J. A. Hobson. This thesis was taken over and developed in 
great detail and with a ngorous theoretical apparatus by an academic 
economist, J. M. Keynes, now Lord Keynes Mr. Keynes sought the 
explanation both for trade slumps and for more persistent unem- 
ployment in some factor which would explain a deficiency of pur- 
chasing power in relation to the supply of goods and services which 
labor could produce if it were fully employed. He agreed with the 
classical economists to the extent of assuming that, if all the money 
payments received by everyone were spent again by the recipients, 
there would be no intermption in the flow of purchasing power, and 
the total demand for goods and labor would equal the market supply. 
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He did not take it for granted, however, that full spending of the 
incomes and payments received automatically takes place. 

It had long been obvious that some of the money received both by 
individuals and by business establishments is not spent in the ordi- 
nary sense of the term, but rather is saved When money is saved, 
it is held out of the stream of circulating purchasing power. The 
traditional theory had been that money saved was invested in new 
capital goods and thus was really spent ]ust as much as if it had been 
used to buy food or clothing. Thus, savings banks or insurance com- 
panies loaned the money left in their charge, to finance the con- 
struction of houses or railroads or public works. Business concerns 
which laid aside surpluses and reserves used these funds to buy ma- 
chinery and buildings and to expand their operations Mr. Keynes 
made the point that the decisions of those who invested were inde- 
pendent of the decisions of those who saved and did not necessarily 
follow the same course. People save out of habit or prudence, but 
people invest because of their belief that an opportunity for profit 
exists. 

Traditional theory assumed that as much would be invested 
as was saved because of the interaction of demand and supply, as in 
any other market. When people wanted to invest more money than 
was available m the reserves piled up by the savers, the rate of inter- 
est paid on savings would nse until savings were increased, or until 
the opportunity for profitable investment was so small that invest- 
ment declined. When, on the contrary, more was saved than could 
be utilized by businessmen and governments, the rate of interest 
would fall and saving would be correspondingly discouraged. Mr. 
Keynes replied that changes in the rate of interest were not large 
enough or prompt enough in their effect to produce the desired 
equilibrium The ''propensity to save” depends on many things 
other than the current rate of interest, and so does the profitability 
of investment In general, there is a tendency for people to lay aside 
a certain proportion of their incomes year m and year out, whereas 
new spending for investment purposes varies widely from one period 
to another. In consequence, the total amount of money spent by 
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both consumers and investors may from time to time be too small to 
keep all the wage earners employed, or it may, m fact, be insufficient 
for relatively long periods. 

An attempt has been made to refute the Keynes type of theory by 
figures which seem to prove that over a long period the amount saved 
and the amount invested do equal each other. One comment on 
these figures is that as a matter of fact they usually measure the same 
thing, that is, those savings which are invested. Good statistics are 
lacking to measure the amounts of money actually withheld from 
circulation by the savers. Another comment is that the reply^ mis- 
conceives the nature of Keynes’s thesis. He never contended that 
large amounts of money were actually piled up in savings hoards 
which remained unused for any long period What happens in our 
dynamic economic process goes the other way round. At a time of 
relative prosperity, let us say that a given amount is being saved and 
the same amount is being invested. Suddenly, investment falls off 
because of a drop m profits or expectation of profits. What is now 
being invested is therefore less than what was previously being 
saved The diminution in investment, however, causes a falling off in 
incomes, and this in turn reduces the amount of savings. People may 
be laying aside as large a percentage of their incomes as before, but 
the incomes are smaller. What is relatively stable is not the total vol- 
ume of savings, but the ‘'propensity to save.” A diminution in in- 
vestment thus reduces total spending, even though the volume of 
savings may be reduced as investment falls. 

It should be understood that, by the term investment, Keynes 
does not mean the mere purchase of existing securities, or the pass- 
mg of securities from one hand to another, but the spending of 
money for new capital equipment or the labor required to produce it. 

Thus, by a long course of reasoning, the mathematical intricacies 
of which are Omitted in this ove^rsimplified summary, Keynes ar- 
rived at the same conclusion which had resulted from popular ob- 
servation of economic events. It also is m accord with the statistics 
we now have covering employment, consumers’ income and savings, 
additions to capital investment, and business conditions m general. 
When there is a large amount of new investment in construction, or 
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when the government spends large amounts of money for the kind 
of investment needed m war, employment is relatively high But 
when the building boom falls off, or when the government ceases to 
borrow and spend for war purposes, unemployment is likely to 
supervene High employment accompanies a high level of total 
spending, and low employment accompanies insuflBcient spending 

After long debate, the Keynes analysis has been almost unani- 
mously accepted by British economists That does not mean that 
they all accept all its details or that they all agree on the appropriate 
remedy The analysis itself leaves open a choice among a number of 
proposed remedies. Furthermore, it does not preclude the possible 
importance of other causes of unemployment such as lack of labor 
mobility or frictional obstructions of other kinds When we say that 
economists are agreed upon the theory, all we mean is that they 
accept the proposition that the total demand for labor may, for 
shorter or longer periods, be less than the supply, and that an im- 
mediate cause of this disparity is a variation in the total of new in- 
vestment which differs from the course of the propensity to save. 

One possible remedy for that unemployment which results from 
insufficient investment is an increase in spending by government to 
make up for the deficiency. If the government acquires the money 
for this purpose by taxation that reduces the amount the citizens 
spend, no net increase in total spending occurs and the object is not 
achieved. If the government borrows the money in a way that re- 
duces spending, the action is similarly futile But if the government 
raises the money by taxes levied in such a way that it taps incomes 
not all of which would be spent — in other words, if it taxes savings — 
it does produce a net increase m expenditure A similar increase is 
produced if it raises* the money by borrowing it either from com- 
mercial banks or from those who would otherwise save it. '"Deficit 
spending'" is a name for the policy of a government when it spends 
to create employment and borrows the money from banks, or large 
financial institutions, or wealthy individuals who customarily save a 
large percentage of their income It is to be noted that under many 
circumstances the government can create employment without bor- 
rowing, by the process of spending the necessary funds from m- 
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creased taxation, provided this taxation does not bear upon those 
who customarily save little because their incomes are relatively low. 

There has been an immense volume of controversy, m the United 
States particularly, about the supposed dangers of deficit spending. 
Persons who oppose it do so either because they have the habit of 
thinking that a national budget, like a personal budget, ought al- 
ways to be balanced if it is m any way possible to equalize income 
and expenditure, or because they have a bias against enlarged gov- 
ernmental activity, believing that it inhibits private enterprise. 
These arguments are usually answered by the contention that, if 
government spending increases employment and the total national 
income, no one need worry about the increase in the government 
debt. It is the proportion of the government’s interest burden to the 
national income which is significant, not the absolute size of the 
debt itself. It is further argued that private enterprise tends only to 
gam from a governmental policy that prevents depression and en- 
larges the markets for the goods business produces. 

In England, the arguments of those who support deficit spend- 
ing have proved convincing to most students There is little more 
worry that the government will endanger its fiscal stability by bor- 
rowing money and spending it in ways which increase the income of 
the nation than that a growing private corporation would be endan- 
gering its future by selling shares or bonds to investors and using the 
proceeds to enlarge its plant and its output. 

Deficit spending by government is not, however, the only remedy 
open. Another possibility is governmental intervention to stabilize 
the flow of private investment Such intervention may be either mild 
or drastic. Still another possibility is to influence the use of money 
by individuals so that a larger proportion will be spent and a smaller 
proportion will be saved. This procedure would tend to stabilize 
total employment and income at a lower level than would be pos- 
sible by enlarged productive facilities. It would seem to be undesir- 
able as long as existing wants are not reasonably well satisfied. 
Whenever desired, however, this aim might be achieved by equaliz- 
ing 1he distribution of income so that there would be less m the 
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pockets of those in the upper brackets who customarily do most of 
the saving and more going to the majority of the population who 
usually spend almost all they earn The incentive to save on the part 
of those in the lower brackets could be reduced by measures of social 
security which make it less necessary for the individual to provide 
for a rainy day. 

The governmental White Paper which makes the employment 
pledge recommends a senes of measures to effectuate it which, while 
marking a distinct advance over the former practice, are mainly on 
the conservative side First of all, it announces the permanent es- 
tablishment of what is m essence an economic general staff for the 
government. This consists of a group of experts who will assemble 
the relevant statistics of economic trends, analyze them, and make 
appropriate recommendations, Tlie report makes the commitment 
that the government will aim to maintain ''a high and stable level of 
employment after the war” and states that, in order to do so, it is 
necessary to have ''a policy for maintaining total expenditure ” It 
thus implicitly accepts the Keynes thesis. 

The White Paper assumes that after the war as before there will 
be fluctuations of economic activity, insofar as the government does 
not intervene to moderate them. One of the chief causes of these 
fluctuations will be the ups and downs of private investment, and 
another will be vanations m foreign trade. The govenment proposes 
to do something to help stabilize private investment. For this pur- 
pose it will use variation of interest rates and will encourage private 
business to conform with the general stabilization policy by ex- 
panding its capital equipment during penods when production is 
slack and prices of materials are low. It expects the long-term econ- 
omy of this practice to appeal to the profit incentive of businessmen. 
Another possibility of influencing private investment decisions is 
through deferred tax credit. 

Having sought to influence private investment by such means, it 
proposes the use of increased governmental expenditure, partic- 
ularly by public works, in order to offset a slump m business activity. 
It expects that the prompt employment of this measure at the first 
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onset of a depression would have salutary results. The White Paper 
would also reduce contributions to social insurance during slack pe- 
riods m order to increase popular purchasing power. 

The White Paper recognizes the difHculty of controlling fluctua- 
tions in international trade, which is not within the jurisdiction of 
the British government to the same extent as is the internal econ- 
omy. It does, however, express the hope that other nations may be 
induced to follow the same type of full-employment practices and 
stabilize their own economies. This, together with the clearing of 
trade channels, would expand international trade as a whole and 
offer the opportunity for an expansion and stabilization of British 
exports. 

Finally, the White Paper recognizes the desirability of influenc- 
ing the location of industry in such a way as to alleviate unemploy- 
ment in the former depressed areas. 

Sir William Beveridge, who has been the leading British expert 
on unemployment for many years, advocates a far more comprehen- 
sive program m his book Full Employment in a Free Society. Orig- 
inally, Sir William was one of those who attnbuted unemployment 
almost entirely to disorganization of the labor market, and he was a 
leading proponent of labor exchanges. He has not abandoned the 
view that it is important to take measures to cope with the relative 
immobility of labor, though experience and study have led him to 
the conclusion that it is necessary to take employment to the workers 
in former depressed areas rather than expecting them to seek it 
elsewhere. He points out that, although labor has been more mobile 
than many people have believed, it moves more readily from one 
occupation to another in a given locality than from the locality to a 
different region. More important still, he frankly recognizes the fact 
that, even if all the unemployed had sought jobs wherever they 
might have been offered before the war, there would still not have 
been nearly enough jobs. He now accepts the thesis that usually 
the supply of labor exceeds the demand, and he has become con- 
verted to the Keynes analysis of the causes of this phenomenon. 

Bevendge approaches this problem not by assuming that there 
must be slumps m production and activity, for which the state will 
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attempt to compensate after they have started, but by a plan which 
is intended to prevent depressions from occurring Like many other 
students of the subject, he does not regard alternate expansion and 
contraction of public works for the purpose of compensating the 
fluctuations of private industry as either a practical or a desirable pol- 
icy- The demand for public construction is independent of the 
requirements of a compensatory program. It would be difficult to 
enlarge public works quickly enough and in sufficient volume to 
stop a depression, and it would be still more difficult to reduce pub- 
lic building when private industry recovers. Moreover, it does not 
follow that you can increase the demand for tailors or shoemakers 
by increasing the demand for masons and carpenters ''It is right,'' 
writes Sir William, "that men should move from declining to pro- 
gressive industries to meet a permanent change m demand and 
should be helped by training to do so. It is not reasonable or prac- 
ticable to expect men m great masses to move into or out of public 
works according as their own industry is slack or busy. Stability 
means absence of meaningless, unprogressive fluctuation " 

The Bevendge program, therefore, is intended to stabilize both 
private investment and public investment, and to keep the whole 
economy expanding so that production and consumption can stead- 
ily increase as long as there are unsatisfied human wants The first 
item m this program is to increase and stabilize consumers' demand 
by making absolutely sure that everyone, especially at the lower lev- 
els of income, is supplied with all the necessities of life The social 
security, health service, and housing programs will partially fulfill 
this need. He would carry the process even further, however, by 
making the state responsible for the purchase and distribution, at 
sufficiently low prices, of food essential for adequate nutrition, the 
standard articles of clothing, and perhaps other goods as well. There 
would thus be no occasion for fluctuations in production originating 
from the market demands of the vast majority of consumers for ordi- 
nary necessities. This part of the program he calls the socialization 
of demand." He points out that it does not necessarily involve the 
socialization of production. Private enterprise under competition 
can go on as before as long as it appears to be efficient, although the 
K 
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state takes over the responsibility of guaranteeing that basic con- 
sumers’ wants shall be satisfied, if necessary by the use of subsidies* 
This has been the actual practice dunng the war. As long as there 
were any elementary unsatisfied need, there would therefore be 
no possibility of a slump in the production of goods to meet that 
need, insofar as market demand is concerned. 

Another important item on the program would be the stabiliza- 
tion of private investment Beveridge regards the proposals of the 
White Paper m this respect as halfway measures which would be 
ineffectual He would set up a National Investment Board which 
would budget the entire national economy m advance, just as the 
government already budgets its own receipts and expenditures. It 
would decide how much ought to be spent and how much ought to 
be saved to maintain full employment, and would make sure that 
what was being saved was invested, either privately or publicly. It 
would plan investment, and if necessary enforce its decisions m the 
pnvate sector by powers of control and by loan and taxation policy. 
This Board would make sure that industry became more efficient 
insofar as investments m new machinery and power systems could 
make it so, and would expand the productive equipment of the 
country without permitting wide fluctuations in capital expendi- 
tures. 

Sir Wilham also favors the expansion of public ownership of in- 
dustry, for two mam purposes: first, to increase the extent of direct 
government control over the stabilization of investment and pro- 
duction, and second, to remove the evil of private monopoly, which 
frequently restricts output by the maintenance of prices in the in- 
terest of profits. Beveridge is not a doctrinaire socialist and does not 
advocate on '.principle the socialization of all means of production 
He leaves open the question whether this will ultimately be neces- 
sary, but argues that the sort of measures he favors would be equally 
applicable either in an economy characterized largely by private 
enterpnseor m a socialized economy. His support of nationalization 
of individual industries is denved partly from the view entertained 
even by classical economists, that pnvate monopoly is incompatible 
with the widest possible distnbubon of goods and the highest possi- 
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ble volume of employment Most economists would agree that, 
wherever competition cannot be maintained, industry should either 
be strictly regulated m the public interest or should be owned by the 
public. Sir William apparently regards public ownership as the 
simpler and more desirable alternative. 

Beveridge recognizes the importance of expanding and stabilizing 
Britain's international trade He would like to see this facilitated by 
the right kind of international arrangements, accompanied by full- 
employment policy m other nations But in any case, he would have 
the British government handle purchases of primary commodities 
from other countries in order to stabilize their output and so to 
maintain the purchasing power of these countries for British ex- 
ports. This suggestion looks toward the kind of bilateral trade agree- 
ment or barter arrangement which would be outlawed by the desire 
of the United States government for multilateral international trade 
on a free competitive basis and without restrictions. 

The Beveridge program is more ambitious m its objectives than 
the official employment policy. He seeks not merely a high level of 
employment, but full employment Full employment means, in his 
definition, “having always more vacant jobs than unemployed men, 
not slightly fewer jobs It means that the jobs are at fair wages, of 
such a kind, and so located that the unemployed men can reason- 
ably be expected to take them, it means, by consequence, that the 
normal lag between losing one job and finding another will be very 
short." It would be impossible m any economy characterized by 
technological change and development to avoid unemployment al- 
together, because there would always be shifting from declining in- 
dustries to expanding industries or from one kind of job to another 
kind. But Beveridge estimates that this desirable shifting will not 
necessitate at any one time the unemployment of more than 3 per 
cent of the working force, if his suggestions are adopted 

Sir William points out a number of important advantages in a 
situation where there are always more jobs seeking men than men 
seeking jobs Society, he argues, should exist for the individual “A 
person who has difficulty in buying the labor that he wants suffers 
inconvenience or reduction of profits. A person who cannot sell his 
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labor is in effect told that he is of no use. The first difficulty causes 
annoyance or loss, the other is a personal catastrophe.” He argues 
that when there is no danger of involuntary unemployment, trade 
unions will be willing to forego practices that restrict production. 
They will not oppose technical improvements which in the past 
they have feared because such improvements have made it necessary 
for men to seek new jobs. Beveridge also cites the well-recognized 
principle that, when labor is scarce and wages are high, the use of 
labor-saving devices is stimulated, whereas, when labor is plentiful 
and cheap, men and women are often employed at drudgery that 
should be the province of machines. Finally, a minimal amount of 
frictional unemployment would greatly reduce the burden on unem- 
ployment insurance. 

In general, employment resulting from demand for the services of 
the worker has a far higher personal and social value than either jobs 
created for the purpose of giving employment, or compensation for 
being out of work. People want not .merely the means of buying 
what they need m order to sustain physical life, but the sense of be- 
ing valued and of filling an important place Nothing could more 
directly contribute to such a sense on the part of the workers than a 
demand for labor which was greater than its supply, so that the 
worker had an opportunity to choose among jobs at least as great as 
the opportunity of the employer to choose among workers. 

What are the implications for liberty of a program like this? 
Beveridge argues that it impinges not at all upon ordinary civil 
liberties such as freedom of speech, religion, and assembly. It does 
not exclude the right to bring about peaceable change m govern- 
ment. It actually increases freedom m choice of occupation and in 
the management of a personal income. The program would not re- 
tain complete freedom to engage in private business enterprise, but 
this freedom is bound to be limited in any case 

Nevertheless, these freedoms must be exercised responsibly if the 
full-employment policy is to work While people retain the demo- 
cratic right to change their government, there must be a reasonable 
continuity of the economic policy of that government While 
workers may combine and engage m collective bargaining, the ad- 
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ditional bargaining power which full employment would give them 
cannot be used to push wages so high that inflation results. The in- 
creased freedom to change jobs should not lead to a decline of neces- 
sary industrial discipline and a wastefully high labor turnover. The 
freedom to dispose of one's income must not be allowed to interfere 
with the necessary national balance between savings and invest- 
ment. 

Beveridge firmly believes that, with the proper institutions and 
social conditioning, responsibility of these sorts may be developed. 
No degree or kind of freedom can ever be exercised without a cor- 
responding responsibility and a voluntary acceptance of social 
discipline. That is the condition of retaining it. To admit that full 
employment cannot work in a free society, that a policy of this kind 
would demand dictatorial action enforced by heavy penalties, would 
be to assert that workers cannot really be free and responsible mem- 
bers of society, but must be driven to their jobs and forced to obey 
their superiors by the terrible and haunting fear of being left with- 
out work A society characterized by mass unemployment is in 
reality very far from free. 

The left wing of the Labour Party believes that the reconstruction 
program and the maintenance of full employment cannot be 
assured without more progress toward socialized ownership than 
Beveridge recommends The Labour Party itself has adopted a pro- 
gram advocating the nationalization of mines, railroads, banks, land, 
iron and steel, and other basic industries Any serious attempt to en- 
act such measures will depend partly on political developments and 
partly on the obstructions which private enterprise may in fact erect 
in the way of the reconstruction program. Somewhere between the 
moderation of the White Paper and the program of the left wingers, 
an attempt to effectuate full employment will be made. 

Tlie government economists, while not so optimistic of the out- 
come as Sir William Beveridge, expect to keep unemployment to 
somewhere between 5 and 8 per cent of the working force. They 
argue that, at least in the transitional period, the various reconstruc- 
tion programs plus the demand of individual consumers will almost 
automatically produce the desired result and that, indeed, there is 
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likely to be a shortage of manpower rather than the reverse For a 
longer term program, they place heavy reliance on the fact that the 
government will directly control the activity of a large percentage of 
the construction industry as well as many other undertakings There 
IS little doubt in anyone’s mind that at least considerable progress 
may be made toward the nationally approved objective as far as the 
behavior of the internal economy is concerned. The doubt in the 
minds of all is centered on the effect of international economic 
developments. 



THE DOLLAR AND 
THE POUND 


Responsible leaders m both Bntain and the United States, 
foreseeing the danger that the economic policies of the two coun- 
tries may diverge^ and recognizing the disastrous results that might 
follow such disharmony, have been striving to find a common 
ground. This attempt goes back as far as the master Lend-Lease 
Agreement between the United States and Great Britain. In addi- 
tion to the pooling of resources made possible by that agreement, 
and the possible means outlined for balancing lend-lease shipments, 
record was made of an intention to extend cooperation after the war. 
The basic expression of this intention may be found in Article VII, 
which declares that there shall be 'provision for agreed action by 
the United States of America and the United Kingdom, open to 
participation by all other countries of like mind, directed to the ex- 
pansion, by appropriate international and domestic measures, of 
production, employment, and the exchange and consumption of 
goods, which are the material foundations of the liberty and welfare 
of all peoples; to the elimination of all forms of discriminatory treat- 
ment in international commerce, and to the reduction of tariffs and 
other trade barriers.” 

In pursuance of this understanding, one of the first projects 
undertaken was the outlining of a means of stabilizing the exchange 
values of currencies when peace should return. This project was 
placed high on the agenda, not because either party believed that 
logically it was a foundation of everythmg else which needed to be 
done, or was m any sense a key to the problem as a whole. It was 
recognized that exchange stabilization could not be achieved with- 
out the establishment of equihbnum in balances of payments and 
the stabilization of the whole economy of the world, so that produc- 
tion and consumption might be expanded and depressions avoided. 
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As a matter of political strategy, however, it was thought best to 
make a piecemeal attack rather than raising the immensely complex 
problem as a whole. Currency stabilization was chosen as a topic 
with which to make a beginning, because there seemed to be little 
doubt of widespread approval of it, especially in the United States, 
and it was a concrete matter m which a large body of experience had 
been gained before the war. 

In some respects this decision was unfortunate. International ex- 
change IS a highly technical subject which lies outside the experi- 
ence of most citizens, even of many who are generally well in- 
formed Only international bankers and economic experts are 
familiar with its terms The bankers have both interests and 
prejudices to safeguard, while many of the economists who have 
specialized in the subject are inclined to be conservative Any possi- 
ble scheme for stabilization would be sure to embody provisions 
that would stimulate a technical controversy. At the same time, 
those who really understood the subject would be left free to argue 
that the success of any stabilization pact would depend on policies 
and circumstances not covered by its text. Those who opposed any 
specific plan could therefore contend that other and more im- 
portant matters should be settled first. 

Discussion of exchange stabilization proposals has also been con- 
fused by the fact that during the war there was little personal con- 
tact or communication between Englishmen and Americans, out- 
side of official circles. Most Americans were completely unaware of 
the developments m British opinion outlined in the preceding 
chapters, while most Englishmen were even more at sea than 
citizens of this country concerning our domestic postwar plans and 
prospects. Even those who had a better knowledge of the other 
country than had the general public failed for the most part to 
understand the underlying reasons for the opinions which had come 
to their attention. Yet proposals like those formulated at Bretton 
Woods cannot be intelligently discussed except against the back- 
ground of the general economic requirements and policies of the 
two nations. 

It is not the present purpose to make any argument either for or 
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against the Monetary Fund and the International Bank, but rather 
to use that program as a good platform for discussion of the ex- 
change stabilization problem m general Some policy or other must 
be followed in this field, and whatever is done is certain to be closely 
associated with the more important international issues which are at 
stake. The general public is not interested in minor technical details 
of procedure m the money markets, but it is vitally concerned with 
the outcome of controversies which for some time happened to 
be centered on this project because of the fact that it was one 
of the first in which international economic cooperation was at- 
tempted. 

The experts m England and the United States who explored this 
subject began by making certain assumptions and recognizing 
certain probabilities They assumed first of all that the international 
gold standard, which had served before the First World War auto- 
matically to stabilize exchanges, could not be restored. Even if 
theoretically there remained a possibility of restoring it, the strong 
and unalterable opposition existing m England would have made 
that course impossible. They also assumed that after this war the 
immense dislocations which the economy of the world had suffered 
would lead to even wider fluctuations in exchange values than had 
occurred in the interwar period, unless international action were 
taken to prevent them. Finally, they assumed that what was desired 
was not merely emergency action of the sort which might be im- 
provised to meet a situation regarded as temporary — ^like the stabili- 
zation agreement that preceded the war — ^but rather a charter or 
constitution for an international monetary organization which 
might mark a permanent advance in the method of handling the 
problem. 

The next step was for each of the two nations chiefly concerned to 
formulate a suggested plan of its own so that discussions could be 
advanced on the basis of definite proposals. Lord Keynes supervised 
the work in Britain, and Mr. Harry D. White of the Treasury De 
partment was chiefly responsible for the American draft. Although 
both plans have been superseded by subsequent negotiations, it is 
well to pause a moment m brder to note their leading charactenstics. 
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This is particularly true of the Keynes plan, since much less of it was 
embodied m the Bretton Woods draft. 

The Keynes plan was a development from the ordinary banking 
practice used in transferring payments within a nation Only small 
payments are customarily made by the transfer of currency or bank 
notes. What nomially happens in business transactions is that the 
buyer draws a check against his account in a bank and the seller 
deposits this check to his account. Essentially, the transfer is thus a 
bookkeeping transaction. Payments from one bank to another are 
handled by a clearing process, which is also a bookkeeping transac- 
tion. Even when bank deposits are increased by loans extended by 
the banks, this result is accomplished by the entry of figures on the 
accounts kept by the banks for their customers Keynes suggested 
that an international clearing union be set up which should open an 
account for every participating nation. Whenever a country had to 
make a payment to settle a deficit in its international trade, a debit 
would be entered on its account, and an equivalent credit entry 
would be made on the account of the nation receiving the payment. 
The accounts were to be kept in terms of a new international unit 
of currency to be called the '^bancor.'’ The exchange value of each 
nation’s currency was to be stated in terms of this unit. Naturally, 
there had to be some limit to the amount any given country could 
draw, as there is in ordinary banking accounts. This limit was set at 
a relatively large figure — ^75 per cent of the country’s average foreign 
trade turnover during the last three prewar years. 

The first purpose of this plan was to offer every nation confidence 
that it could proceed to buy abroad what it wanted, without limiting 
its purchases by consideration of the amount of foreign exchange 
which would become available to it as a result of its exports. The 
reasoning was that if world trade were to expand, the emphasis 
must be placed upon buying rather than upon selling For the world 
as a whole, exports and imports will automatically balance, because 
a purchase by anyone means a sale by somebody else. One of the 
principal difficulties in the past has been that worry about acquiring 
the means of payment has caused nations to limit their purchases 
abroad. 
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It was necessary to set a limit somewhere to the amount which a 
given nation might buy by such book entries, since otherwise its 
credit would eventually suffer in the countries that supplied it, or 
the clearing agency might become merely a scheme for permitting 
some nations to live on the chanty of others Keynes recognized that 
in the long run the account of any single nation must be balanced 
He suggested relatively large quotas, however, m order to stimulate 
confidence and set the world trading system going amid the dif- 
ficulties and uncertainties which would succeed the war. In essence, 
the quota was similar to a bank credit which might be established m 
favor of an individual depositor. 

What was to prevent a nation from exhausting its quota and then 
facing a sudden collapse in its means of payment? This could hap- 
pen only if the value of its imports exceeded the value of its exports 
for a considerable period Such an outcome might indicate that the 
exchange value of its currency had been set too high The neces- 
sary remedy would then be to allow it to depreciate its exchange. If 
the system were to work, however, this remedy could be permitted 
only if other remedial action of a desirable nature could not be 
taken, since the purpose of the whole plan was to stabilize exchanges 
and avoid their competitive depreciation. 

Under the gold standard, what happened when a country had ex- 
hausted its means of payment for imports, and did not depreciate 
the gold value of its exchange, was that it had to buy less or sell more 
or do both If it bought less, it both reduced the amount of goods 
available for its population and exerted a depressing influence on 
world trade It could sell more only by reducing the prices of its ex- 
ports, and this usually meant a reduction in its internal prices and 
wages. Thus, the pressure of the gold standard on a deficit country 
was exerted m a deflationary direction, both as regards its foreign 
transactions and as regards its internal economy. 

There is theoretically, however, another possible remedy That is 
for the nation or nations having a surplus in their international ac- 
counts to buy more abroad, and thus supply more exchange to the 
deficit countries Such a course would obviously be preferable to the 
deflationary one, not only from the point of view of the nations hav- 
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mg deficits, but for the purpose of expanding world trade. The 
Keynes plan therefore suggested that when there was danger of a 
deficit country’s exhausting its quota, the clearing union exert 
pressure on the countries with surpluses to balance their foreign 
payments. Excessive surpluses were to be made subject to fines The 
surplus countries might adopt a number of policies which would 
benefit world trade as a whole and relieve pressure on the deficit 
countries. They might, for instance, encourage imports by reducing 
tariffs They might enlarge the demand of their populations for im- 
ported goods by establishing full employment and thus increasing 
the national income Or they might help to increase production 
throughout the world by enlarging their foreign investments. The 
transfer of capital abroad in this case would offer additional means 
of payment to the deficit countries. 

The White plan was built upon the exchange stabilization that 
had been practiced before the war. It was far less imaginative than 
the Keynes plan in reaching out for the fundamental causes of dif- 
ficulty, and offered no promise of doing anything more than keep- 
ing exchanges steady for short terms, pending the adoption of more 
fundamental measures to rectify any long-continued lack of balance 
in international payments. It proposed, instead of an international 
clearing union, a stabilization fund to which the several nations 
would contribute gold and currency. Tire size of the contributions 
was to be set with some relation to the resources severally available. 
This fund was to be used in such a way as to counterbalance 
temporary disparities between the supply of, and the demand for, 
the various currencies. 

After much discussion of these two plans and conferences among 
the financial experts, the final draft of Bretton Woods was adopted. 
It follows the White proposal in settipg up an International 
Monetary Fund, but makes some concessions to the British point of 
view as represented in the^Keynes plan. Nations having deficits in 
their international accounts can draw on the Fund to the extent 
of their contributions to it, which are to be made in the form of 
gold and their own currencies The quotas thus set are much 
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smaller than under the Keynes plan The fact that a country can 
acquire a certain amount of ability to pay its foreign debts, in excess 
of that arising from its own exports, by paying its own currency into 
the Fund amounts to a credit extended to it on international ac- 
count 

This plan, like that suggested by Lord Keynes, visualizes the pos- 
sibility that a deficit country might eventually have to depreciate its 
exchange It can do so within a limit of lo per cent, on its own 
initiative Permission of the international governing body, however, 
IS to be required for a larger depreciation, and this permission can 
not be granted before other measures are tried. 

The chief means of remedying a deficiency of purchasing power 
on the part of the nations having insufficient foreign exchange is, 
under this plan, somewhat different from that which normally 
would occur under the gold standard Tire currency of any country, 
which, by developing a surplus of incoming payments, creates a 
scarcity of its money for the use of other countries, can be de- 
clared "'scarce” by the governors of the Fund. In this event the 
scarce currency can be rationed by the Fund among those of its 
members who need it, and they can restrict their purchases from 
the country in question in accordance with the amount of the scarce 
currency available to them. 

Before the war, when a currency became scarce, the nations which 
needed it m order to purchase abroad might for a while continue to 
go into debt through lack of it, and so further endanger their 
liquidity. The ultimate outcome, however, was sure to be enforced 
restriction of purchases from the nation which did not buy or lend 
enough. The only apparent difference between the Bretton Woods 
device and what would normally happen, therefore, is that under it 
the restriction of purchases might be inaugurated promptly enough 
to avoid hopelessly unbalanced payments, and might be made in a 
planful way under international agreement. Even this procedure is 
almost exactly the same as that employed by the sterling area during 
the war. Among the countries belonging to it, the scarce currencies 
were not available for expenditure according to the wish of the 
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individual nations, but were pooled and allotted according to 
schedules of war priorities In this way they were made to go as far 
as possible m serving the most essential needs. 

What lies behind the words of the scarce-currency clause, there- 
fore, is an implicit concession by the United States that the joint 
exchange control of the sterling area — or any similar group of na- 
tions — may be continued or revived after the war, m spite of any 
promise to avoid discriminatory practices, if dollars then remain or 
become scarce. This was a concession to the British need for some 
defense against the consequences of a long-continued American ex- 
port surplus Something slightly more constructive is also implied. 
Formal international action declaring a currency "'scarce” might 
exert some pressure on a surplus nation to supply more of its 
currency For notice would be served upon it in advance that, if it 
did not do so, its exports would be restricted. 

i'he United States will probably be the only important nation 
after the war whose currency may become scarce, just as it was before 
the war If threatened by loss of exports because other nations do 
not have enough dollars to buy as much in this country as before, the 
United States might make more dollars available to the Fund, that 
1$, it would make what would amount to a loan to the other coun- 
tries in question. This, however, would be a temporizing measure 
and might easily be of doubtful wisdom The sounder possibilities 
would be exactly the same as under the Keynes plan. This country 
might increase its purchases abroad through reducing its tarifiEs or 
enlarging its national income by a full-employment policy. It might 
decrease its exports if these were being stimulated by subsidies. Or 
it might increase its foreign investment m productive facilities. Any 
or all of these measures would help to expand world trade and to 
maintain standards of living in the deficit countries. 

The Bretton Woods plan pledges the participating nations to 
forego competitive ei^change depreciation and to avoid discrimina- 
tory practices, with the exception of those authorized under the 
scarce-currency principle. The intention is that all nations shall 
wo^ under it toward the ideals of multilateral trading The nations, 
however, are to be allowed exemption from this restnption for the 
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transitional period of five years, dunng which some of them at least 
will have to adopt special measures to recover from the disloca- 
tions of the war. 

The Bretton Woods draft supplemented the Monetary Fund by a 
proposal for an International Bank for Reconstruction and Develop- 
ment. The purpose of this Bank is to facilitate a revival of inter- 
national investment Its capital is to be contnbuted by the partici- 
pating nations according to quotas set by the conference. It can 
make loans in any part of the world for productive purposes, or 
may guarantee such loans made by others. It can not, however, 
make loans from its own resources in cases where the prospective 
borrowers are able to obtain the money from pnvate lenders on 
“reasonable” terms. All loans made or guaranteed by it are to be 
backed dollar for dollar by its capital, which is set at 10,000,000,000 
dollars. This amount therefore will limit its possible effectiveness, 
unless the capital should be increased or the regulations changed. 

The proposal for this International Investment Bank looks in the 
direction of expanding world trade. It also offers an instrumentality 
for encouraging the foreign investment which may be necessary to 
balance international accounts and so to relieve strains that other- 
wise might prove to be too heavy for the Monetary Fund. In a sense, 
therefore,, it is a necessary companion to the Fund. Just as it is 
probable that dollar exchange may become scarce, it is also prob- 
able that the United States will for some years be almost the only 
nation with a surplus of capital available for investment abroad. 
The Bank can stimulate such investments, and by so doing help 
to relieve tlie shortage of dollars The advantage of this arrangement 
to American investors would be that their loans would be guaranteed 
by an international governmental agency and would in case of de- 
fault be made good out of funds contnbuted by all the participating 
nations. 

Under the plan proposed, the Bank might not be able to carry on 
international investment on the terms or to the extent required by 
the situation. As within a national economy, there are likely to be 
possibilities for development which would be perfectly sound 
financially and would benefit everybody concerned, and yet would 
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not be made by private investors on terms which it would be possible 
for the borrowers to pay. The limits of the Bank’s capacity to lend or 
to guarantee loans are small in relation to the probable need. It has 
been argued in support of the plan that it would be well to begin as 
conservatively as possible and then to enlarge the scope of the in- 
stitution after it has established confidence m its ability and 
solvency, and as the need develops. It is also possible that a public 
institution of this kind would blaze the trail for lending institutions 
set up by single governments, like the Export-Import Bank in the 
United States, or for private investors who would not need its 
guarantees. 

It should be noted that^ in the past, the Export-Import Bank has 
usually made loans to foreign countries only with the understand- 
ing that the proceeds be spent for American goods; its explicit pur- 
pose was to use American capital to push American exports. Such a 
practice was just as discriminatory, and just as much an interference 
with free multilateral trade, as were British or German bilateral 
trade or cleanng agreements, which it is the evident intention of the 
United States to outlaw m the future. The great advantage of an 
International Bank in promoting the free competition which the 
United States ofiEcially favors is that its loans would presumably not 
be '"tied” m this way. 

Thus China, let us say, might borrow through the bank funds 
originating in the United States and spend them for machinery 
made in England. What, it may be asked, would be the advantage 
of such a procedure in the United States? This is exactly the same 
sort of question the Bntish ask when they inquire why they should 
buy Argentine beef, only to have Argentina spend the proceeds for 
American automobiles. In both cases, the restrictive remedy is an 
exclusive dicker between the two nations concerned. In both cases 
the answer of the advocate of multilateral trade is that all nations 
will eventually gam more if available money is spent where it can 
buy the most and best at the lowest price. Thus, m the instances in 
question, the United States might put up the money, China might 
use it to buy British machinery, Bntain might use the money so 
gained to buy Argentine beef, and Argentina might round the circle 
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by buying American automobiles with the proceeds Each nation 
would buy what it really wanted where it could buy that product to 
the best advantage. 

Regardless of the detailed provisions, which may be amended 
from time to time or changed altogether, the mam significance of 
the proposals for the Bank and the Fund lies in the fact that they 
embody what is intended to be a working compromise between 
the foreign trade doctrine of the United States and that of Great 
Britain. In the draft agreement, Britain surrendered the right to use 
the discriminatory practices that would be essential if she were to 
build up a separate trading area in an attempt to insulate herself 
against the American economy. She did this, at least for the long 
run, by promising to forego such practices after the transitional 
period. The United States, in return, conceded the nght of Britain 
to exercise certain kinds of “discnmination” dunng the first five 
years, agreed to permit limited flexibility in the exchange values of 
currencies within the framework of stabilization and under inter- 
national control, and evinced at least an elementary recognition of 
the British belief that a healthy and balanced world trade cannot be 
achieved merely by the removal of barriers, but requires also 
measures that will promote expansion, such as an increase of invest- 
ment m productive undertakings and an enlargement of imports on 
the part of any nation which maintains an export surplus of 
sufficient importance to exert a downward pressure on the currencies 
of other nations. 

Such a compromise naturally does not satisfy either the conserva- 
tive ectremists in the United States or the extreme advocates of in- 
sulation against our economy in Britain. Those in America who still 
adhere to classical doctnne believe that the main requisite is inter- 
national freedom of trade on a multilateral basis and that, once this 
is established, it will be possible to go back to the gold standard 
They distrust all departures which would substitute any degree of 
international planning or conscious policy-making for the “auto- 
matic” adjustments that the gold standard is supposed to effectuate 

If a deficit developed in the international accounts of Britain, and 
as a consequence the exchange value of sterling tended to fall, they 
L 
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would like to see Bntain refuse to allow her currency to depreciate, 
and remedy the lack of balance m her international payments by 
permitting deflation and unemployment at home This, according 
to the classical theory, must be the result of losing gold to meet a 
deficit in exchange payments A shrinking gold reserve means that 
the banks adhering to a rigid gold standard cannot distribute so 
much currency and credit, this in turn is supposed to check business 
activity, and to cause a surplus of supply over demand m the markets 
for labor and capital which will lead to a reduction of wages and 
prices. Then, it is supposed, foreigners will find it cheaper to buy 
what they want in the nation m question, its exports will be in- 
creased while its imports fall, and equilibrium will be restored m 
the exchange value of its currency. This outcome will in turn put a 
brake on the deflationary forces. 

If, on the other hand, the nation suffering a deficit in its interna- 
tional payments attempts to combat such a deflationary influence 
by keeping up its prices and employment — as Lord Keynes and the 
British government now intend to do — ^the classicists hold that the 
pressure on the exchange value of its currency cannot be removed 
unless it devalues its money. The Americans who object to the 
Keynes policy do not want to support that policy m England 
through any exchange agreement by which American credit would 
be used to bulwark sterling m such circumstances. To the British 
retort that an equally, good remedy, even under the old theory of the 
gold standard, would be for the nation which had a surplus of ex- 
change to maintain full employment so that it could buy more, the 
Americans in question would reply that they do not approve of the 
Keynes fiscal policy in the United States either. 

An editorial wnter in the New York Times expressed this point of 
view in commenting on the Bntish White Paper on Employment 
Policy. *'The British proposals,’^ he wrote, "'imply a policy of cheap 
mon^, currency expansion, and deficit spending, all of which must 
endanger any previously established panty for the British pound 
sterling/' He asked whether other nations participating in the Fund 
*"can he expected to underwnte such plans and in effect to support 
^uch domestic policies.’^ No doubt this writer was thinking specifi- 
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cally of the clause m the Bretton Woods agreement which sanctions 
changes m exchange rates necessary to correct ''fundamental dis- 
equilibrium/' defines lack of liquidity arising from full-employment 
policies of a member nation as "fundamental disequilibrium/' and 
specifies that no objection shall be raised to a proposed change in 
exchange rates "because of the domestic social or political policies 
of the member proposing the change " [Article LV, Section 5, (f)]. 

The suggestion that Britain ought to be obliged to undergo defla- 
tion m order to maintain the exchange value of its currency is in- 
dignantly rejected by British opinion of all varieties. There is too 
vivid a memory of the decline m export industries occurring between 
the wars, when Britain returned to the gold standard at what is now 
regarded as too high a parity. Any British leader foolhardy enough 
to suggest a repetition of this experience would suffer political 
eclipse, if for no other reason than that it would make impossible of 
achievement most of the reconstruction plans to which all are com- 
mitted. 

It particularly infuriates Englishmen when such a suggestion 
comes from the United States. This looks like an attempt on the 
part of Americans to dictate the internal policy of Great Britain 
And it assumes a superior economic wisdom on the part of citizens 
of a nation which handled its economic affairs so recklessly after the 
last war as to plunge Britain and the rest of the world into depres- 
sion. Bland effrontery could, it would appear, go no further Amen- 
cans who oppose plans like the clearing union or the monetary fund 
because they would prefer that Britain return to the gold standard 
and surrender her pledge of full employment ignore the fact that 
this IS not the alternative. Britain will under no circumstances rein- 
state the gold standard. She will depreciate or discriminate as much 
as she may please, if no international agreement can be reached 
which seems to offer her another escape from unemployment. If 
Bretton Woods does not provide this escape, she will withdraw 
from the organization, as she has the right to do 

The more extreme British advocates of economic independence 
dislike the proposal for an international monetary fund evolved at 
Bretton Woods because they think it ties their nation too closely to 
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something like the gold standard. They wish to have the power to 
depreciate their currency, if they believe it wise to do so, without 
obtaining the consent of an mtemational body m which a large 
power would be exercised by a nation from which such sentiments 
have been heard They do not relish the promise to embrace mem- 
bership m a world-wide multilateral trading system including a 
nation which they expect will exert a deflationary influence, either 
by design or by blunder. They are convinced that the United States 
will have another great depression, and they do not wish to waste 
time in futile cooperative gestures, but rather to set about the task of 
insulating themselves from it without further ado. 

It is argued by British supporters of the Bretton Woods draft 
agreement that nothing m it specifically forbids the long-term buy- 
ing arrangements which are advocated as a means of msunng the 
British supplies of food and raw materials from abroad, and of mak- 
ing sure that they would be paid for by exports of British goods to 
the countries of supply. Whether or not the argument is well taken, 
agreements of this kind would certainly violate the spirit of an en- 
gagement to return to multilateral freedom of trade. Moreover, the 
Bretton Woods draft specifically outlaws the continuance of ex- 
change control after the five-year transitional period. But bilateral 
purchasing agreements cannot be expected to operate well without 
the machinery for exchange clearing which accompanied them be- 
fore the war The new proposals offer a substitute for this machinery 
only on a multilateral scale, which would not suffice to balance pay- 
ments between two particular nations. 

British advocates of the international plan which was agreed upon 
at Bretton Woods point out that it would allow Britain to depreciate 
her currency if the necessity should arise, and would do so in such 
a way as to protect her against the retaliation that would follow if 
there were no general agreement on the rules covenng such action. 
Before the war, if one country depreciated its exchange m order to 
gam advantage in the competition for exports, other nations might 
be expected to restore their competitive position by following its 
example. Offsetting measures of other kinds were also open to them. 
The United States did, as a matter of fact, devalue the dollar after 
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Britain went off the gold standard, although Englishmen believed 
that overvaluation of the pound in relation to the dollar was one of 
the chief causes of their difficulty. If m the future, however, the 
exchange value of the pound were to be reduced by consent of the 
governing body of an exchange stabilization organization under 
which no nation could depreciate its currency without permission, 
competition of this sort would be eliminated. 

No influential school of economic thought holds that exchange 
depreciation is desirable, except as a possible measure to remedy a 
lack of balance in payments which cannot be obviated in any other 
way. Even if Britain should strive to insulate herself against the 
American economy through the creation of a separate trading area, 
exchange values would be stabilized within this area. Both those 
leaders of British thought who favor the International Monetary 
Fund and those who oppose it agree that the basic requirement for 
stability in exchanges would be an economic policy on the part of 
the United States which would lead to a balancing of exports with 
imports, and so would avoid any scarcity of dollars m the world mar- 
kets. In maintaining such a balance of payments, sound and produc- 
tive foreign investments on the part of the United States are not, of 
course, excluded. 

Any assurance that the United States will follow a policy of bal- 
ancing its trade is lacking in the Bretton Woods agreement as well 
as in any other American commitment. The British opponents of 
multilateral trading are left free to argue that an American depres- 
sion is in prospect, that the United States is not likely to maintain 
full employment at home, and that as a consequence this country 
will be almost certain to seek to export its unemployment by main- 
taining an export surplus of goods. The British advocates of co- 
operation with the United States are left in a weak position by 
lack of ability to show that such an outcome is improbable They 
must argue that on grounds of long-term policy Bntam ought to 
take the chance. Their opponents believe that the chance is too 
great, and that the consequences of an unlucky gamble would be 
disastrous. 

As economic theorists in both nations have demonstrated, neither 
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the gold standard nor any device which may be substituted for it can 
avoid monetary difEculties unless the two chief trading nations pur- 
sue substantially the same economic and fiscal policies Any agree- 
ment on exchange stabilization is certain to break down in the 
long run if, while Britain is committed to full employment, the 
United States suffers deflation. Economic cooperation between 
them cannot continue unless they both unite m choosing one of 
two fairly clear alternatives. The first is that suggested by the New 
York Times — that they permit deflation to do its work and rely on 
the ''automatic” economic forces postulated by the classical theories 
to restore equilibrium. The second is that they both espouse the 
program of maintaining full employment by planned expansion 
and stabilization of spending and investment. 

Responsible leaders in both countries recognize the danger that 
an economic split may occur and see that it would be extremely dan- 
gerous to both. But the future may not be entirely under their con- 
trol. No matter what agreements they may reach with each other, if 
a slump m the United States should bring unemployment and a low 
standard of living to the Bntish people, Parliament would not be 
likely to support their view. Apprehension of an American slump is 
deep and widespread. If the event should bear out the fear prevail- 
ing British opinion would almost certainly hold that the rest of the 
world must be organized to resist Amencan economic infection, )ust 
as during the war the rest of the world was organized to resist Ger- 
man military domination. 
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FOOD, PLANES, SHIPS, 
AND OIL 


So far we have been discussing the more general aspects of eco- 
nomic policy like employment, investment, and monetary control. 
There are, however, certain specific points at which fnction between 
the United States and Great Britain i$ likely to generate a maximum 
amount of heat, if they pursue opposite courses These points can 
readily be identified. We may take a few of them as major examples. 
One 1$ food, of which Britain is on balance a consumer and the 
United States a producer. Producers and consumers are necessary to 
each other, but if harmony between them is to exist, they must reach 
a satisfactory bargain on prices and quantities. Friction of a some- 
what different kind has arisen in the areas of civil aviation and ship- 
ping In these areas, though the citizens of both nations are of 
course consumers, they both have an excess capacity which they 
. wish to sell for the service of others. Finally, we have cases like those 
of rubber and petroleum, in which there is likely to be nvalry over 
the control of natural resources and their equitable distribution. 

The food problem was the first one to be attacked by those at- 
tempting international postwar planning The spirit in which the 
attempt was made was extremely far-sighted, because narrow na- 
tional interests were subordinated to the needs of the people of the 
world as consumers. Adequate nutrition was placed m the fore- 
ground rather than differences between limited groups or nations 
having special interests. 

The International Food Conference at Warm Springs, Virginia, 
occurred in a world whose articulate upper strata were more con- 
cerned than for years with the problem of getting enough to eat. 
Even in the United States, the best fed country in the world, house- 
wives were contriving how to stretch their red and blue coupons 
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around the weekly menu, if indeed meat, butter, eggs, potatoes, and 
fresh vegetables were momentarily available at all. Black markets 
and ceiling prices were in the headlines daily, while strikes multiplied 
because of a rising cost of living caused almost exclusively by in- 
creases m food prices. 

People generally accepted this situation as an accompaniment of 
war without having any clear idea as to its causes. Yet in what sense 
did the war affect our food^ No enemy devastated our food-growing 
regions. Nor did war cut off important sources of supply from abroad, 
or even dimmish them, with the exception of a few items relatively 
unimportant in an adequate diet, such as coffee and bananas. In 
general, we are a food-exporting nation, and the main eflPect of the 
hostilities was to make it difficult to export as much as usual. We 
were, to be sure, helping to feed our allies, but Britain ate less than 
in peace and raised more, and it was a physical impossibility to ship 
enough to Russia or China to make much of a hole in our stocks. 
Lend-Lease during the war m Europe took no larger percentage of 
what we raised than the exports of a normal peacetime year. Mean- 
while, in 1942 we raised nearly a quarter more food than usual. 

Far from having a diminished supply of food, we had an increased 
supply. What the war did was to enlarge the demand, not so much 
to feed foreigners as to feed American citizens. The army and navy 
bought large quantities, but only to sustain in good health men and 
women who always were dependent on the produce of Amencan 
farmers. It is tme that the military accumulated surplus stocks, but 
there is a limit to this process except in the foods that will keep 
indefinitely Wage earners were at last fully employed at decent 
wages They were buying more and better food than they had pre- 
viously been able to afford. What created the shortage in the market 
was mainly the fact that for the first time in years millions of our 
fellow-citizens were getting enough to eat 

The dramatic implications of this fact of our daily experience 
were almost beyond calculation. During the depression we used to 
talk of the paradox of want m the midst of plenty. There was want, 
all right, much more of it than in wartime. But there was not plenty, 
in the sense of too many farms and too many farmers, except pos- 
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sibly in the case of a few products like wheat. What did exist were 
market surpluses impossible to sell, at prices that would bring a 
living to farmers, to a world impoverished by unemployment But 
if we had then been forced to share what food there was as nearly 
equitably as we did later, the rationing of the scarcer foods would 
have made our wartime tables seem like groaning boards 

If this was true in the United States, think of the situation in the 
many other countries where standards of life are lower, where nutri- 
tion IS less adequate than here even m normal times, and where the 
war brought catastrophic decrease of production. Think of the sig- 
nificance of this shortage to postwar planning. And ponder for a 
moment the inescapable conclusion that what we are used to calling 
the farm problem is not really a farm problem at all, in the sense 
that it can be solved by remedial measures directed at the agricul- 
tural regions. It is rather a problem of increasing the purchasing 
power of the consumers of farm products, of clearing the pathways 
of distribution, and of finding out how to produce more and better 
food more economically. 

The International Food Conference had on its agenda the most 
basic need of the most fundamental of the four freedoms — freedom 
from want. You would not have known this from anything the news- 
papers or the more vocal congressmen said about it m advance. You 
would have thought that it was some kind of dark conspiracy of 
wicked diplomats, aimed pnncipally at violating freedom of the 
press by seeking to maintain some privacy for its preliminary discus- 
sions. The columns devoted to the greedy clutching for ‘"news'" on 
the part of the lords of the press — ^news apparently being conceived 
principally as exploitation of the conflicts that were expected to 
develop — ^took the place of the real news which a more imaginative 
press might have printed to illuminate the immensely important 
background of a conference of this fand. 

The conference was not composed of diplomats, or of representa- 
tives with power to commit their respective governments to anything 
at all. It was composed of able experts, and was exploratory in na- 
ture. It was expected to lay down the fundamentals of the problem, 
and on thgt basis to make recommendations to the forty-four na- 
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tions participating. The action to be recommended was to be ear- 
ned out partly by prospective international agencies^ but mainly by 
the several nations, each within itself. This expectation was hand- 
somely fulfilled. The conclusions of the conference hit straight at 
the heart, not only of the specific problem set before it, but of the 
central problem of building a world economy that could justify call- 
ing the international conflict a people’s war. If its successors do half 
as good a job, the United Nations may endure as the organizer of 
peace and plenty. 

The section on distribution, for instance, began by pointing out 
that ''freedom from want cannot be achieved without freedom from 
fear.” This is true in a concrete and tangible way, because fear of 
aggression has caused wasteful employment of men and materials 
and has raised barriers to international trade. Therefore collective 
security is a condition precedent of all else. 

Next was emphasized the dependence of agriculture on full em- 
ployment in industry. An expanding economy must be achieved if 
food IS to be plentifully raised and distributed. "Expansion of in- 
dustry on a sound basis m undeveloped and other areas and equality 
of access to materials and power are indispensable to any compre- 
hensive plan for advancing agriculture.” This basic point was one 
which our farm blocs and even our New Deal failed fully to under- 
stand. 

Only after establishing these principles did the section on distri- 
bution go on to consider such relatively technical matters as the 
restrictions on trade, the need for equilibrium in international bal- 
ances of payments, the management of currencies and exchange, 
and international measures to stabilize commodity markets. 

The -entire program was oriented about the inadequate nutrition 
which we know, according to modem scientific standards, exists 
throughout the world — in the United States as well as in other coun- 
tries, an^ m peace as well as in war. The report presented these facts 
m considerable detail pnd called for more investigation of the sub- 
ject. It recommended not only international measures, but the ac- 
c^tance by each government of the responsibility to improve the 
diet of its own citizens by such instrumentahties as social security. 
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“direct action to make protective foods available free or at low pnces 
to groups with inadequate diets,” special measures for “pregnant 
women, nursing mothers, infants, children, aged persons and those 
with low pay.” All this to accompany cleanng the channels of distn- 
bution, and encouraging the production of those foods which are 
adapted to the soil and climate of each country. 

The need for better diet may be illustrated by the situation in the 
Latin Amencan countries, where the deficiency of nutation is espe- 
cially striking because most of them are exporters of food According 
to experts of the League of Nations, the consumption of milk and 
meat is extremely low m all these nations with the exception of Ar- 
gentina, Uruguay, and Paraguay. None of them consumes enough 
butter. There is a marked lack of fruits and fresh green vegetables 
in the Latin Amencan diet Though the figures are far from com- 
plete or representative, being based m some cases on total produc- 
tion or exports rather than on domestic consumption, the following 
table indicates a startlingly low standard of nutation in Latin Amer- 
ica. It reveals tire percentage by which Latin Amenca (excluding 
Argentina) falls short of the standard existing on the average in Eu- 
ropean and North American countries, plus Argentina. 


Protective Foods Energy Foods 


Butter 

— 9^-0% 

Sweet potatoes 

— 85.6% 

Eggs 

—86 6% 

Oil 

—76 7 % 

Vegetables 

—784% 

Potatoes 

—68.4% 

Cheese 


Wheat 

— 544 % 

Milk 

—57-0% 

Sugar 

—45 0 % 

Fruit 

— 30 - 1 % 




While the Latin American nations thus rank far below the more 
highly industnalized regions, they probably stand above India, 
China, and other parts of Asia, especially if the famine years are 
taken into consideration. And it must be remembered that there is 
still a large margin for improvement of diet even in the most ad- 
vanced countries, as the war expenence of Britain and the United 
States has demonstrated. 
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If adequate nutrition were achieved, the burden of farm surpluses 
which has caused so much hardship to the producers over the past 
decade would largely disappear. '"To provide the food needs of 
mankind will require a vast increase in food production in every 
land." Indeed, the production section of the conference concluded 
that nonfood products of agriculture as well will have to be ex- 
panded if the gap IS to be narrowed between the consumption 
standards of the highly industrialized regions of the world and the 
others, such as China, India, and South America. 

The report did not stop with general recommendations such as 
these. It called for an interim commission, to be set up immediately 
by the several governments, each sending a delegate, which would 
lay the plans for a permanent body to be called the United Nations 
Food and Agriculture Organization. These plans have now been 
completed It also recommended emergency action during the war 
and in the liberated regions. 

It^will be seen that the conference did not plan to "give away a 
quart of milk a day to every Hottentot,"' but rather to bnng about 
increased production and sales of food to those who need it, as a 
responsibility of each nation to its own people. Nevertheless, it ac- 
knowledged that "undernutrition may persist for a long time in 
some countries engaged m developing their own agriculture and in- 
dustry but not yet able to produce either enough food for themselves 
or possessed of the means to acquire adequate amounts abroad." In 
such cases a part of world food supplies might be used to supplement 
the national distribution by such countnes But distinction should 
be made between famine conditions and general food inadequacy. 
"Whatever is done in the latter case should be so handled as to as- 
sist the countries concerned in the long-term development of their 
own natural resources." 

The principal controversy which was expected to develop at the 
conference was laid on the shelf for future action. For many years 
the food-exporting nations have been trying to restnct output in the 
interest of higher prices, while the food-importing nations have been 
concerned with getting larger ^jupphes. It was foreseen, however, 
that during the war and immediately after it the demand for food 
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would so greatly exceed the supply that the issue was not likely to 
arise in practical form, and could be left to the permanent organiza- 
tion. 

Nevertheless it is interesting to compare the suggestions made on 
this point For some time American spokesmen have been promot- 
ing international commodity agreements. A draft of a wheat agree- 
ment to take effect after the war has already been prepared, though 
not ratified. This plan takes its cue from the limitation procedures 
adopted within the United States dunng the depression. It aims to 
maintain a price considered fair to the producers, to limit prdduc- 
tion to the amount which can be sold at that price, and to allocate 
the international market among the various producing nations. The 
British, on the other hand, disapprove of such pnce-valorization 
schemes for food, which are exactly like the monopolistic practices 
of cartels, at least in principle. They proposed, as a substitute, the 
idea of '^buffer stocks,” which would aim not at maintaining what 
they regard as an ''artificial price” but at stabilizing the market as 
between good and bad crop years. The objective here would be to 
sell over a period of years all that could be produced, at whatever 
price it might command in the market, provided the effect of ab- 
normal weather conditions were eliminated. This purpose would be 
accomplished by buying and stonng surplus stocks in good crop 
years and selling them in poor years — an international "ever-normal 
granary” as first suggested by Henry A. Wallace, but uncomplicated 
by any idea of parity prices. 

There is here a real conflict of interest which may be expected to 
cause trouble in the future, if economic circumstances should be 
the same as m prewar days. But if the mam recommendations of the 
conference are carried out, and an expanding world economy is as- 
sured, the situation might be so different as to erase the controversy. 

It was never possible to tell whether there was a real surplus of 
wheat in relation to people^s need for food as long as all consumers 
did not have enough money to buy bread. What we had was merely 
a market surplus. But when and if the purchasing power of the 
consumers is assured, it will be possible to ascertain whether the 
farmers are growing more food than the public wishes to"' consume. 
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It will be particularly possible to do so with a commodity like wheat, 
the per capita consumption of which has a tendency to fall when 
standards of living rise above a certain point, simply because people 
turn to more expensive foods Against the background of an econ- 
omy of abundance, then, a genuine overproduction of wheat may 
arise, and it may make good economic sense to turn land and labor 
into the production of something else for which there is a greater 
demand. 

It must be added, too, that British interests are not always or en- 
tirely on the side of consumers. And the British and the Americans 
have a common responsibility for too high a valorization of sugar 
prices, which condemns millions m the West Indies to work for 
commercial sugar growers when they should be raising their own 
food. Sugar, by the way, is one of the commodities which the world 
is likely to consume too freely for a balanced diet, since it often acts 
as a substitute energy-producer for more valuable protective foods- 

Though the United States has been in the past a food-exporting 
nation, it is now far from being the largest source of supply for the 
United Kingdom. Of Britain’s total imports of grain and flour in 
1937, this country supplied only 3.6 per cent Argentina furnished 
29 per cent, Canada was’ a close second with 27.4 per cent, and Aus- 
tralia was third with 154 per cent. The United Kingdom m that 
year bought only 2.9 per cent of its meat m the United States and 
obtained the lion’s share from Argentina, New Zealand, and Aus- 
tralia. Dairy products were imported mainly from New Zealand and 
Denmark. It would obviously be embarrassing to Britain if a conflict 
of interest arose between the countnes supplying her food staples 
and herself, because some of the more important ones are within the 
British Commonwealth. 

Her delegates probably advocated the principle of relatively free 
markets in this conference because the basic assumption was that 
theye must be an expanding world economy, and Bntain’s power to 
purchase abroad would be safeguarded in such an economy. If, how- 
ler, the policy of the United States were detrimental to general 
economic expansion and m addition we strove to drive too hard a 
bargain m the sale of our surplus grains and meat, Britain could 
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without much dfficulty dispense with our contribution to her food 
supplies and make long-term purchase agreements with the Domin- 
ions and Argentina. The United Kingdom could easily insulate her- 
self against the American economy as far as food is concerned. 

At the Chicago Aviation Conference the problem of adjusting 
American with British interests in civil aviation was approached in 
a much narrower fashion than that of food had been at Warm 
Springs. The necessities of individual consumers were not placed in 
the foreground because aviation is still in its infancy, and relatively 
few now make use of air passenger or freight facilities The principal 
interests considered were those of the nations or companies which 
expect to gain advantage by serving the potential future demand, re- 
garded as a market. Airlines and manufacturers of planes were eager 
to obtain favorable positions for growth m an expanding industry. 
Nations were careful to protect their strategic stakes in a field of 
first importance m war and of high prestige in peace. To Britain in 
particular, control of air power might be important in knitting to- 
gether the Empire, serving any future exclusive trading area, and 
making up in some degree for the loss of foreign revenue anticipated 
in shipping services. 

The problem was of a new sort and contained many complexities. 
Air transport is unlike transportation over railroads or highways be- 
cause it does not involve the building, maintenance, or ownership 
of an expensive nght-of-way. Anyone with a plane can go anywhere 
through the air, as far as mfeteorological conditions permit, unless 
some government with police power stops him from doing so. In 
this respect aviation is more like shipping, since any seaworthy ship 
can sail the high seas. In one important respect, however, it differs 
from sea transport. Ports for ocean shipping are usually at or near 
the external boundaries of nations, where governmental control can 
readily be exercised An important airport, however, may be far m 
the intenor, so that a foreign plane cannot reach it without flying 
over the soil of another nation. Indeed, a plane may land at many 
places not designed for terminal purposes at all, provided it has a 
reason for doing so. It may have a very good reason indeed if it gets 
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into trouble, and yet nations concerned about possible attack from 
the air are not eager to have foreign planes landing all over them 
without any regulation. 

Unrestricted free trade in the air on the basis of competitive pri- 
vate enterprise was obviously impracticable The several nations 
would be certain to impose restrictions and regulations desired by 
themselves. If international air communication was to be developed, 
the nations had to come to some agreement as to the rules which 
would govern it At the very least, these must concern safety and the 
use of airports They must also embody some measure of reciprocity 
since, although a nation might wish to reserve for itself all air traffic 
over its territory, it could hardly debar others from its ports and at 
the same time expect to use tbeir facilities. 

The Soviet Union occupied a position at one extreme by failing 
to send any delegates to the Conference. Apparently, she did not 
want foreign planes to fly over her territory under any circumstances* 
and was satisfied for the time being to accept what facilities she 
might be offered elsewhere on a nonreciprocal basis. Or perhaps she 
expected to solve her problems of internafaonal transport by bilateral 
agreements rather than through a general international convention. 
At the other extreme, a simple and radical method of cutting 
through the difficulties was favored by Australia and New Zealand, 
as well as by the Bntish Labour Party. This was to set up publicly 
owned international companies to handle international traffic, pre- 
sumably national ownership would prevail for domestic lines under 
this plan. It was not, however, seriously considered because the 
American government was committed to private enterprise, and the 
conservatively inclined British government was not eager to push 
socialization. It thus came about that the debate at the Conference 
was confined mainly to the difference between the American and 
the British positions. 

The Amencan delegation favored as free as possible a field for 
competitive private enterprise It, proposed that all the nations agree 
to "Tive Freedoms of the Air,"’ the net result of which would be that 
virtually no restnctions would exist except those necessary for safety 
and the prevention of mtolerable confusion. Undo: this plan, com- 
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petition would be preserved both within nations and between them. 
Planes of licensed companies would be permitted to fly over any 
territory, use any public airport, and land anywhere on foreign soil 
if it should be necessary to do so. One plan even went so far as to 
permit companies of one country to do internal transport business 
m another, under certain circumstances. Thus, an American plane 
flying from New York to London might stop at Liverpool, not only 
to discharge passengers from New York, but to take on passengers 
for London. The American plan was defended on the ground that it 
offered the utmost convenience to passengers and shippers, and that 
it would promote the low rates, improved service, and indefinite 
growth which are the necessary accompaniments of an expanding 
world economy. It was the logical parallel of the American prefer- 
ence for multilateral freedom of trade. 

The British proposal, as brought to the conference, was to endow 
the international regulating authority with power to grant licenses 
to monopolies, assign quotas, and exercise a stnct control over rates 
and traffic. Tire conception behind it was that some equitable divi- 
sion of the field would be made in order to avoid international com- 
petition, while the consumers would be protected by regulation, as 
IS customary m both countnes in land transportation and other 
public utilities. 

The outcome of the conference was a disagreement, except upon 
some of the elementary '"freedoms of the air Little restriction was 
placed on international competition, while the United States was 
left free to encourage as much competition as it wished among 
American companies. In this field, therefore, nvaliy for control of 
the air between the two major contestants is in prospect. 

Reception of this result was a striking illustration of the difference 
in outlook existing m the two countries. In the United States it was 
regarded as a desirable victory for competitive private enterprise, 
which is supposed to lead automatically to an expanding economy. 
In Britain it was thought to be an evidence of the intention of 
American business and government to take every possible advantage 
in a struggle for gain, regardless of the effect on international har- 
mony or the welfare of other nations. This view was not confined 

M 
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to the Conservatives, but was shared by the political forces on the 
Left 

In order to understand this divergence it is necessary to take into 
account several circumstances usually overlooked m discussion of 
the subject m the United States. Our eyes were on the danger of 
private monopoly, and our public debate had been mainly con- 
cerned with the supposed advantages of competition and the en- 
couragement of new enterprise. In Britain, while there are some 
theoretical advocates of cornpetition under laissez faire, almost no- 
body believes it ought to be practiced in public services like trans- 
portation. Such a function is delegated either to the publicly owned 
monopoly, or to the nominally private company in which the gov- 
ernment has a large share of ownership and control. A company of 
this sort IS known as a ''chosen instrument.” The Conservatives wish 
to retain such arrangements, while their principal opponents, the 
Labour Party, favor national ownership without private participa- , 
tion. Both groups are mainly concerned, when international eco- 
nomic affairs are under discussion, with protection of British national 
interests and preservation of international harmony. 

During the war, it had seemed best for military purposes that 
British aircraft production be largely concentrated on fighters, while 
American resources were devoted more to bombers and transport 
planes. The latter, and the men trained to operate them, are more 
suitable for civil aviation. Furthermore, ^he United States had, for 
military purposes, operated far-flung transport lines and bases m 
many parts of the world, while the British had less to spare for this 
purpose As far as experience, equipment, and facilities went, Amer- 
ican aviation was in a position to get the jump on other nations as 
soon as the war was over 

The British believe, and with reason, that their ability to manu- 
facture, man, and operate transport planes is by no means inferior 
to ours Our temporary supremacy is seen as an outcome of war ne- 
cessities The British^ moreover, have in their Empire and depend- 
encies more widely distributed territory over which to fly and in 
which to maintain airports than is composed in the United States. 
If they wished to establish an occlusive monopoly of world trade m 
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the air, they would have better facilities for doing so than we. The 
American proposal therefore looked to them a little like saying, 
'"Give us free permission to fly anywhere we wish over your territory, 
to use it for ports, to land on it, and to profit from the traffic arising 
from it. We intend to use this permission to exploit to the full the 
temporary advantage arising out of our war partnership, without re- 
serving for you any of the business until you have recovered enough 
from the attack of the Germans to establish yourselves m it.'' 

British government and aviation will not humbly accept any such 
inferiority. Since competition is what we want, they intend to com- 
pete with us with all their energy and ingenuity. In the long run, 
they do not expect to be left behind in the race, and anyone famil- 
iar with their ability and tenacity when roused by a challenge which 
they regard as unfair would be reluctant to predict their failure. In 
the meantime, Englishmen who are friendly to this country and 
wish to see close cooperation between the two nations were grieved 
and disappointed that in one of the first attempts to hammer out an 
agreement so little progress was made. 

Though shipping is an older and more familiar type of enterprise, 
and no specific agreement concerning its postwar regulation or allot- 
ment seems to be immediately in prospect, the war has created a 
somewhat similar situation in ocean traffic Income from shipping 
services provided before the war an important part of Britain's pur- 
chasing power for needed imports; it was her chief ''invisible" export. 
Merchant ships under the British flag at the beginning of the war 
totaled 17,500,000 gross tons, 11,380,000 tons were lost during its 
course New building, purchases, and captures did not make up the 
loss Britain was left with about 25 percent less than her prewar ton- 
nage In the meantime the tonnage of ships under the United States 
flag has been approximately doubled in a heroic effort to provide the 
transportation necessary to win the war Not all these new ships will 
be well adapted to peaceful trade, but all in all we shall have avail- 
able a merchant fleet of about the same size as Britain's, instead of 
one appreciably smaller If, after the emergency is over, international 
trade is no greater than m the prewar years, there will be a tremen- 
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dous surplus of cargo space, a shipping depression, and consequent 
loss to Britain of income from this source. In such circumstances 
she could restore her former position only if about half our ships 
were retired from service, voluntarily or involuntarily. 

A similar situation existed after the First World War, and it added 
to Britain’s difficulties on that occasion World shipping suffered a 
long depression, and unemployment became the rule m the ship- 
yards of the Clyde and the Tyne British shipping companies, how- 
ever, had certain advantages which eventually enabled them to 
weather the storm. Their costs were less than ours because their 
wage levels were lower in both building and operating ships They 
had long experience in this highly specialized and complex occupa- 
tion; they had established foreign connections, and their shipping 
was part of a web of banking, insurance, and other facilities which 
had naturally grown up m a nation dependent on foreign trade. 

In the United States vested interests had arisen which wished to 
maintain as much as possible of the high wartime level of American 
ship operation. Shipyards, too, though facing an inevitable shrink- 
age, strove to salvage what they could Many Americans have a sen- 
timental interest in the merchant marine, and wanted to see it 
prosper. Since it could not do so under competition, governmental 
aid was invoked. Shipping subsidies were inaugurated at the expense 
of the taxpayers, and governmental lines were established From the 
economic point of view, this policy was sheer nonsense. It did not 
provide any cheaper freight or any better service for the nation’s 
trade Insofar as American ships were patronized, the resulting in- 
come added to the embarrassing export surplus of the United States 
and helped to upset the British balance of payments. We were, in 
fact, giving away shipping service at the expense of both American 
citizens and foreign competitors. This is exactly the sort of thing 
Britain is afraid we shall do after this war, and the sort of thing 
which is inconsistent with our expressed desire for multilateral trade 
without discrimination. 

Those who watch the newspapers and magazines may see that 
another publicity campaign is under way for the postwar American 
merchant marine. There probably will be another drive to maintain 
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it by subsidies, if necessary. The navy has an interest in preserving a 
sufBcient amount of American shipping for strategic reasons. This 
interest is a legitimate one. Nevertheless, it is not to the advantage 
of the United States economically that we should carry any consid- 
erable part of the world's ocean freight, especially if we have to do 
so at a loss On the other hand, it is a matter of life and death to 
Britain that her ships should carry as much as possible The more 
successfully American shipping competes with British, the more 
difEcult will become the problem of maintaining the international 
balance of payments Every additional ton of commercial freight 
carried by an American ship which might otherwise have found 
place on a British vessel will increase the likelihood of a deficit in 
the British balance and a surplus m the Amencan. This potential* 
cause of trouble, like all the others, will be aggravated if world trade 
contracts or does not expand It would be greatly alleviated by 
world-wide full employment and increase of production. 

It was in the United States that petroleum was discovered, and 
the major share, both of production and consumption of petroleum 
products, has long been possessed by this country. They have since 
become a necessity, however, to every important nation. They are 
particularly indispensable to countries having shipping, planes, and 
motor vehicles Not only is petroleum important industrially and 
economically, but it ranks high among strategic requirements Great 
Britain for many years had to import all her petroleum. Although 
natural deposits were discovered dunng the war, their quantity is in- 
significant in comparison with the need. Therefore, British interests 
have long since staked out control of reserves wherever they could 
find access to them in other parts of the world British oil companies 
have obtained large holdings in Malaya, Persia, the Near East, and 
Latin American nations, and have combined with the Dutch on the 
basis of oil deposits m Dutch colonial possessions 

American oil companies have also extended their holdings out- 
side the borders of the United States Rivalry between American 
and British concerns has often been keen. In both countries the 
leading companies are large and financially powerful This is partic- 
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lalarly true in refining and distribution. The American companies 
are technically competitive and pnvately owned, whereas m Britain 
the government has some share m the ownership and management 
of the industry 

International competition for the control of oil deposits and dis- 
tribution of oil products has been a potential source of trouble If no 
mutually satisfactoiy arrangement is reached, it will cause more 
friction m the future as demand increases and deposits become ex- 
hausted. It was therefore natural that attempts to make an oil agree- 
ment between Britain and the United States were inaugurated dur- 
ing the war. Equitable access to natural resources was one of the ex- 
pressed aims of the Atlantic Charter. The problem is a particularly 
difficult one because it is necessary not only to protect the interests 
of consumers, but to adjust the rivalries of great pnvate interests and 
governments. No doubt the major companies might come to some 
satisfactory agreement among themselves, but m that case there 
would be danger of a huge international monopoly against which 
the consumers would be defenseless. 

The first attempt made to reach an agreement m this field was 
abortive, Bntish commentators objected to the draft proposed be- 
cause in mapping out the world’s oil reserves as a basis for fair 
division, the resources within the United States were left entirely 
out of consideration. In addition, the attempt to reach a com- 
promise resulted in such vague language that the draft was criticized 
in the United States for mutually contradictory reasons. One fac- 
tion of the oil industry attacked it on the ground that it subjected 
private enterprise to governmental control; others believed that a 
monopoly was being created without sufficient safeguard for the 
consumer. Though a workable plan may m the end be hammered 
out, this outcome is far more likely to be achieved in an atmosphere 
of full Anglo-American cooperation than in a world split into two 
hostile economic areas by Anglo-American disharmony. 

Difficulties loom in other raw materials as well. Before the war, the 
chief source of natural rubber, of which the United States was the 
largest consumer, was in Bntish Malaya and the Dutch East Indies. 
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Soon after the First World War, the Bntish interests attempted to 
increase pnces by restricting output through the Stevenson plan, 
which rested on British legislation The government's interest was 
not simply to push the commercial fortunes of the private owners, 
but also to help remedy the weakness in sterling exchange by ex- 
tracting more dollars from American purchasers The plan was suc- 
cessful for a while in spite of American opposition, but eventually 
broke down because of the competition from rubber-growing regions 
that were not included m it. It was succeeded in the early depression 
years by the International Rubber Regulating Committee, which 
included the United Kingdom, India, Siam, France, and the Nether- 
lands. This also rested on support by the governments concerned 
Naturally, it became obsolescent when Japan conquered the rubber- 
producing territories and war needs took precedence. 

Now the United States has equipment for turning out synthetic 
rubber capable of fulfilling its normal needs If costs can be brought 
low enough, we shall not have to buy much from the former pro- 
ducers unless we wish to do so. But what, m that case, would hap- 
pen not only to the British, Dutch, and other business interests con- 
cerned, but to the natives engaged m rubber production, the pur- 
chasing power of the colonial areas affected, and the international 
balance of payments? The American interests might ]Oin the inter- 
national cartel, but then what would happen to the rubber con- 
sumers? Obviously, there is need for an international rubber agree- 
ment in which consumers will be adequately represented. Above all, 
the difficulty might be lightened by a greatly expanded consumption 
of rubber, which could anse only from the industrialization of back- 
ward regions, and a great increase in the use of automobiles and 
other products of which rubber is a component. 

Tin, nickel, and other raw materials present similar problems 
Complex as each of these problems is, no satisfactory solution of 
any one of them can be achieved if each is regarded as existing in a 
watertight compartment In some cases a given nation is a con- 
sumer, in others its chief interest may be that of a producer. 

A great gam would come if a single international agency having 
the needs of consumers as its guiding objective were substituted for 
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the complex of cartels and international commodity agreements, in 
which consumers seldom have a voice The structure of interna- 
tional trade is interwoven in hundreds of ways, and arrangements 
made for one commodity cannot help affecting others, as well as the 
entire equilibrium of the world economy. Partial interests almost 
always tend toward restriction of output; an expression of the total 
interest in expansion is needed 

It is desirable to bring together not merely the wheat growers of 
the United States, Canada, and the Argentine, but also the wheat 
consumers of Europe, and to confront both with the wool growers 
of Australia and representatives of the hungry masses of Asia Tlie 
needs of consumers and producers of rubber, tin, nickel, and many 
other products should be correlated with food requirements It is 
necessary to evoke a detailed but coordinated picture of world pro- 
duction and consumption m its entirety. This cannot omit consid- 
eration of shipping, aviation, and other means of communication, 
nor can it be ignored by the International Bank for Reconstruction 
and Development or any other agency dealing with investment 

Finally, and most important of all, is the truth that progressive 
action must be taken by and within each nation, if international or- 
ganization IS to amount to anything. We cannot rely on a commit- 
tee to do anything which those whom the committee represents will 
not support. What happens in the domestic economies of the 
United States and Britain is crucial to what happens in the rest of 
the world in the formative postwar years If we have Jull employ- 
ment, we shall supply a large share both of the goods the rest of the 
world needs and of the markets which their own productive progress 
will require If, on the other hand, we are dominated by a grasping 
and monopolistic farm bloc, by isolationist politicians, and by in- 
dustnal combinations that restrict output in the interest of price, 
we shall neither have prosperity ourselves nor permit any reality to 
world organization. What we shall have is another war. 
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I T appeared m the previous chapter that one of the chief sources 
of friction between Britain and the United States has lam m the 
existence of plans for restricting production in the interest of pro- 
ducers. Many of these plans have governmental support In some 
cases and aspects, each of the nations plays the role of a producer, 
in others that of the consumer But in all cases the problem is the 
same. It is that of monopolistic restriction Both peoples will have 
to make up their minds what to do about monopoly and how it is 
to be done. Their policies in this respect must be capable of coordi- 
nation 

The public attitude toward monopoly and the legislation regard- 
ing it have followed a different course in the two nations. In the 
United States the effort has been to preserve or restore free competi- 
tion in the interest both of independent enterprisers and of con- 
sumers Great Britain, however, has never emphasized legislation of 
this nature, although monopolistic exactions may be combatted 
under the common law One reason is probably that the British 
labor movement achieved strength earlier than that of the United 
States and took an active part in politics on the basis of the Socialist 
philosophy. Socialism holds that business combination is an in- 
evitable development under capitalism, and that the function of the 
state IS not to prevent it, but to assume ownership and control m tjtic 
interest of the whole public British labor has not been unaware of 
the evils accompanying monopolistic practices, but it has no 
enthusiasm ^oi; competition either. The remedy it proposes is na- 
tionalization Public ownership has already gone further in Britain 
than m the United States In great industries where it does not exist, 
the government frequently takes a hand through control or partial 
ownership 

People m all countries have been talking about an international 
government after the war. They are thinking about a government to 
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represent them and safeguard their interest in peace and abundance. 
But there was before this war, there is now, and there bids fair to be 
on an even greater scale after it, an international government of a dif- 
ferent kind. This government operates m pnvacy and without elec- 
tions. Its purpose is the enhancement of great private wealth. It 
wields the enormous power that goes with concentrated money. 
This it can do without much popular knowledge of its activities, be- 
cause it builds its power by influencing the few rather than by giving 
an account to the many. The government m question, which 
operates primarily in economic affairs but also has an immense 
political importance, is that provided by international cartels. 

The simplest possible definition of a cartel is to say that it is our 
old enemy monopoly, which we tried to make illegal in the United 
States many years ago, now streamlined and operating on an inter- 
national scale. But if one goes beyond that simple statement, the 
definition becomes difficult. There are as many kinds of cartel ar- 
rangements as there are colors in the spectrum, and they shade into 
each other in much the same way. While technicians in the labora- 
tory have been busy, with their marvelous ingenuity, the technicians 
of corporate law and business organization have been equally busy, 
and with equal ingenuity. Some of their products are just as complex 
as the new chemical compounds, though they have not been given 
equal publicity. 

Corwin D. Edwards, of the Department of Justice, in a mono- 
graph prepared for the Senate Military Affairs Committee, roughly 
classifies cartel methods of organization in three groups, as follows: 

1. The Association This is an old and familiar type of restriction 
of competition by means of a trade agreement among nominally in- 
dependent firms. They may adopt rules and regulations to fix prices, 
limit and apportion output, allocate temtones, redistribute profits 
according to a formula, or sell exclusively through a joint agency. 
This IS the most vulnerable kind of cartel, since unless its agree- 
ments are enforceable under the law, the members may break their 
contracts or engage in chiseling It is actually illegal in the United 
States, and is more prevalent in Europe. 

2. The PatenPLicensing^Agreement. This is a newer and often 
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more intricate device, depending on the legal monopoly conferred 
on the owner of a patent. When technological advance is rapid, as 
in the modern world, many important products, or the processes 
used m manufacturing them, are patented. When th^ basic patents 
are about to run out, an improvement, real or invented for the 
purpose of retaining control, can usually be devised. Agreements 
between various companies to license their patents to each other 
may divide either geographical territory or the qght to sell specific 
kinds of products, they may control prices and output as well. 

The intncacy of this kind of arrangement is due to the fact that it 
consists m a number of separate licenses or agreements covering 
particular processes, and there is great variation in the terms of such 
agreements. Yet all taken together add up to monopolistic power. 
For instance, Mr. Edwards points out that before the war ''there 
were comprehensive patents and processes agreements between du 
Pont and Imperial Chemical Industnes (of Great Britain) and be- 
tween I. G Farbenindustrie and Standard Oil Company of New 
Jersey. There was a gentleman's agreement between du Pont and 
L G. Farbenindustrie by which each was to give the other first 
option on new processes and products not already promised to third 
parties. There was apparently a comprehensive working arrange- 
ment and certainly a series of working agreements as to specific 
products between Imperial Chemical Industries and 1. G. Farben- 
industrie, Around this central pattern were grouped various lesser 
alliances among other companies, and many special agreements 
among manufacturers of dye-stuffs, plastics, explosives, pharma- 
ceuticals and other chemical products. The chinks of the structure 
were filled by numerous small patent-license contracts which con- 
tained restrictive features." 

Note what Mr. Edwards is saying here. Two of the biggest com- 
panies in the United States, which ordinarily we think of as separate, 
were linked with the chemical monopoly in England and the 
chemical monopoly m Germany — ^and so with each other. All four 
formed the center of control for numerous other manufacturers of 
chemical products. Such products nowadays are primary in both 
war and peace, from the powder in our bombs to the colors in our 
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clothing and the medicines we take This gigantic monopoly 
parceled out the world market among the companies involved. 

3. The Combine, This is a form of control through corporate 
ownership and contracts of varied kinds; it is sometimes more in- 
tricate and difficult to trace than even the licensing agreement. 
Often the two are combined, as where corporations that have ex- 
changed patents own subsidiaries m common. 

N. V. Philips IS the name running through a large number of com- 
panies organized in different countries, which make and sell electric ^ 
light bulbs, radio equipment, and electrical supplies Some of these 
companies are seemingly unrelated to each other, but there is unity 
of control through a common ownership. This control was before 
the war exercised by a Philips company in Holland, which in turn 
was controlled by a company with only ten effective voting shares. 
During the war the control was exercised by two groups — one pre- 
sumably for the countries under the Axis, and one for the others 
The interests of the latter in turn were managed by two groups of 
trustees, one in Hartford, Connecticut, and the other in Tondon, 
and by a holding company in Curasao There is sc probability that 
the whole business will be reassembled again as before when the wax 
is over N. V. Philips as a whole also has contracts with other great 
organizations in the same business. 

In addition to these forms of cartel organizations, one might cite 
the cartels that are held together by specific governmental support, 
or by international commodity agreements, like the rubber cartel 
previously described. 

The importance of any plan for governing the activities of men is 
partly dependent on its extent. Geographically, cartels cover the 
whole world. Not every one includes every country — for there are 
special circumstances which necessitate omissions. For instance, it 
it useless to try to exercise the powers of an international monopoly 
m a country where the domestic business m question is not subject 
to monopoly in one way or another. 

Cartels are important also in their extent over industries and prod- 
ucts Any natural product of mining or agriculture, the ownership 
of which can be concentrated, is subject to monopoly. Any process 
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of manufacture or any fabricated product which can be held under 
patents can be monopolized The degree of monopoly conferred by 
the necessity bf heavy investment to enter an industry, as in steel, 
permits cartelization And even though the industry which directly 
makes the product we buy is competitive, the chances are 99 in 100 
that its costs contain a tribute to the cartel empire. Consider food, 
for instance Farmers, of course, compete with one another— except 
insofar as the farm bloc in Congress holds up minimum prices But 
farmers have to buy cartelized fertilizer, insecticides, agncultural 
machinery, electrical equipment, and many articles of which 
cartelized rubber forms an indispensable part. The tin cans in which 
processed foods are packed contain cartelized bn. The refrigerators 
in which we keep our food are subject to patent royalties So are the 
electric bulbs which light our refrigerators and our kitchens. So are 
the patented appliances we use to prepare our food 

There is probably no more competitive industry in the United 
States than those which make textiles and clothing. But they have to 
buy cartelized dyes and other chemicals, and they need their share 
of metals, rubber, and all the other general necessities out of which 
cartels make their profit and build their power — not to mention 
patent-controlled rayon and Nylon. 

Tire pnncipal reason for any monopolistic device is to fix pnces 
higher than those which would obtain without it. This fact is some- 
times masked by pnce reductions made by cartels The price reduc- 
tion may result from lowenng of cost. It may be necessitated by the 
desire to bring a.competitor into line or to maintain sales in com- 
petition with a different kind of product which ,is not controlled. Of 
course the cartel is after the maximum possible profit, and occasion- 
ally it can make more by selling a larger quantity at a lower price 
than by selling less at a higher pnce. In all these cases, however, the 
pnce results from an administrative decision rather than from the 
impersonal forces of the market, and in most of them the price is 
higher than it would be if competition prevailed Cartels charge at 
least as much as the market will bear. 

There are many cases m which the pnces are exorbitant Tungsten 
carbide, used for edges of cutting tools, sold m the United States m 
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1927-28 at $50 a pound. Then came an international patent-pooling 
agreement and a division of markets. The price promptly rose to 
$453 a pound. It seldom went below $225 during the depression 
thirties, and m 1940 was still selling at a maximum of $205. After an 
indictment under the antitrust laws, the price m April 1942 ranged 
from $27 to $45. 

A chemical plastic was sold to commercial molders for 85 cents a 
pound, while the very same product cost dental laboratories and 
dentists $45 a pound. 

Atabrme, a chemical substitute for quinine, was sold to the 
United States government for war purposes at $4.50 per thousand 
tablets, by companies whose license under the patent terminates six 
months after the end of the war Presumably they made a good 
profit. The same substance for a time cost civilian consumers $12 per 
thousand, as sold by Winthrop, a company which obtained mo- 
nopoly patent rights for the civilian market under an agreement 
with I. G. Farben, the German owner. 

Consumers also suffer because the absence of competition de- 
prives the maker of any incentive to improve quality Sometimes he 
actually lowers quality, to get a larger volume of sales or to protect 
another product in which he has an interest For instance, Corwin 
Edwards charges that General Electric reduced the life of lamp 
bulbs and discouraged bulb testing by purchasers. The lamp manu- 
facturers have also been reluctant to introduce the much more 
economical and longer lived fluorescent lamps for household use. 
The du Pont Company, having developed a pigment which could 
be used either in paint or in textile dye, held it off the market pend- 
ing a way to make it useless as a dye, m order to maintain the prices 
at which other dyes were selling. If it were to be used by paint manu- 
facturers, it would have to sell at considerably less than the current 
prices of dyes. One of the methods proposed to make it unfit for dye, 
quoted from a memorandum of a conference on the subject, was as 
follows: 

''It IS known that certain resins and solvents are irritating to the 
slan, often causing dermatitis. It might be possible to formulate a 
CPC composition which wdl make textile materials irritating to the 
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skm/' It would be interesting to women who have suffered from 
dermatitis as a result of contact of fabrics with the skin— and there 
have been plenty in recent years— to know whether this method was 
actually adopted, and whether some of the paint pigment may not 
have been “bootlegged'' into the textile trade. 

Akin to the lack of improvement or actual deterioration of prod- 
ucts IS the stifling lack of technological advance in the matter of 
new products. An enormous amount of research is done by com- 
panies belonging to cartels; big business loves to boast about the 
debt which science and technology owe to private enterprise. Never 
were we more plied with tales of the marvels of new products from 
the research laboratones than during the war, when the new prod- 
ucts could not be bought But much of the research is for the pur- 
pose of making minor modifications to hold patent nghts. And 
while some new products and methods do see the light of day, some 
do not, and those which do are often held off for years in order to 
protect established investment from obsolescence. Numerous in- 
stances have been cited in the past. We now begin to hear that after 
the war we shall be offered the same old models and products, it will 
be a long time before the things offered for sale live up to current 
publicity. 

In addition, the big concerns often discourage research by others 
who might turn up as competitors, and they are dead set against any 
research by government, which would be available to all. 

It used to be said that, whereas internationals of labor had failed 
to preserve the peace at the moment of crisis, internationals of 
capital would do so They not only did not do so, but they helped 
the German war machine to build its power, and assisted in weaken- 
ing its enemies. 

Germany has perhaps been the principal home both of cartels 
and of technological advance by industry Almost every leading con- 
cern in other countries which participated in cartels was affiliated 
with a great company m Germany. Through intercompany licenses 
,and agreements, the Germans learned our technical secrets and 
used them, while they often succeeded m preventing the develop- 
ment in this country, in England, or elsewhere of new processes that 
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they were exploiting. By territorial division of markets^ cartels 
helped the Germans to build up their influence in Europe and Latin 
America. This story has now been told a number of times, m rela- 
tion to synthetic rubber, optical instruments, and other critical 
materials 

For instance, the American Bosch Corporation supplied its 
German affiliate with technical information based on experimental 
work by the United States Navy and the Signal Corps, which it re- 
ceived as a bidder for government contracts. This information be- 
came the basis of intertank, ground-air, and infantry radio com- 
munication in the German army. In 1958 Standard Oil of New 
Jersey gave I. G. Farben full information about its butyl-rubber 
process, but failed to elicit in return the technical information about 
I. G Farben ’s buna process. Standard finally got the German 
patents m 1940, but never received the technical information, and 
had to work it out. 

It was through cartel procedure that Germany brought the manu- 
facture of arms and strategic materials in much of Europe under her 
sway. Dunng the war, disguised and indirect cartel arrangements, 
maintained m the interest of renewing international monopoly in 
the coming peace, have presented formidable obstacles to the 
United States government in carrying on economic warfare and 
counterespionage, not to mention obtaining enough strategic ma- 
terials or obtaining them at a reasonable price. Seizure of enemy 
property has been forestalled in some cases by the transfer of 
German corporate property to neutral or American companies, pre- 
sumably with an understanding that it is to be transferred back after 
hostilities have ceased. 

Just as support of appeasement sentiment before the war came 
from cartel sources in Britain and the United States, so now we shall 
probably see support from the same sources for a settlement which 
will maintain the power of German heavy industry. We may expect 
to see the cartelized companies and those whom they influence op- 
pose any international economic agencies or any international 
government that may threaten to destroy the fabric they have 
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woven or to bring them under control in the interest of the public 
or consumers. 

British cartel spokesmen have advanced their own plan for world 
peace — one based on universalizing cartels and giving them the 
support of the British and American governments. Lord McGowan 
of Imperial Chemicals has come out for the repeal of the Sherman 
Act in the United States. Sir Edgar Jones of the international tin 
plate cartel is promoting a World Trade Alliance, and has said: 
‘If Great Britain and the United States will take the lead and get 
the producers of each mam product to prepare schemes for world 
export regulation, then general employment can be insured ” This 
would, he added, facilitate the regulation of production within each 
country. How cartel practices would promote the large production 
which would be necessary for an economy of abundance he does not 
make clear. 

World-Wide plutocracy is advocated as a desirable substitute for 
competition for markets among the great industrial nations But it 
would not prevent Germany from preparing for a new war — and it 
is to be noted that cartels are heavily interested in military produc- 
tion. Nor would it prevent growing hostility between the big in- 
dustrial nations on the one side and the less developed countnes 
which they would seek to exploit on the other. 

By monopoly, an economic government composed of privately 
owned international cartels would restrict access to raw materials 
and would make impossible achievement of freedom from want. It 
would of course be the enemy of democracy in any real sense. It 
would even, in the capitalists' part of the world, restrict freedom of 
enterprise Some big businessmen who cry the loudest against 
government bureaucracy and m behalf of the sacredness of private 
enterprise are really intent on maintaining private business with a 
minimum of enterprise on the part of anybody but themselves. 

This would, for a while, be a nice comfortable little world in 
which controlled prices would vary little, great aggregations of 
capital would be safe, improvements would be introduced with due 
deliberation, and there would be a large continual residue of unem- 

N 
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ployed to check the enthusiasm of labor for rapid advance. It would 
be a world m which colonial peoples would progress slowly, if at all, 
out of their industrial backwardness. But it would also be a world in 
which new investment would lag behind the propensity to save, 
farmers would again get the short end of the stick, and in the end a 
crash would be sure to come, because people would not have the 
purchasing power requisite to buy even the limited products offered 
at monopoly prices Capitalism would ultimately be just about as 
secure m a cartelized world as France was in 1939 behind the 
Maginot Line, 

There are some Englishmen who wish Great Britain had a Sher- 
man Act. These are the same Englishmen who want pnvate enter- 
prise to succeed, and believe with good reason that it can scarcely do 
so for long unless competition and the free play of markets are al- 
lowed to do their work m reducing prices, encouraging efEciency, 
and enlarging consumption. Even these Englishmen, however, do 
not for the most part believe that the welfare of the entire economy 
can be entrusted to private enterpnse. They want governmental 
participation or controls in the numerous sectors where competition 
IS undesirable for some reason, or is unlikely to obtain. And nearly 
all m Britain are suspicious of the American clamor for *ffree entei- 
pnse’’ under competition. 

They are well aware that competition has not operated well 
enough in this country to enable us to consume all that we can pro- 
duce. Under these conditions, complete reliance upon competition 
and private enterprise in international trade would subject th^m to 
the risk of an American-generated depression. Undesirable as cartels 
are, they would at least offer Britain some hope of stabilizmg her in- 
ternational markets and of protecting herself against cut-throat 
competition of the sort which arises in depression. There is a sub- 
stantial body of opinion in Britain which does not want to enter 
upon the precarious course of trying to abolish monopoly by legisla- 
tion, but wishes rather to use it as an instrument of national and in- 
ternational planning, to tame it by regulation or public ownership. 
The movement for state ownership and control of basic industries is 
mahng headway all over Europe. 
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It is easy to recognize the dangers of cartels, more difficult to 
know what to do about them Phrases like ''abolish them'' or "re- 
store competition" are mere pious wishes unless an effectual method 
for domg so can be suggested Still more fatuous are the continual 
urgings to "preserve free enterprise," heard from those who have no 
program for dealing with monopoly and frequently do not even 
mention it. 

It was more than a half-century ago that the American people be- 
gan to be worried about monopoly at home Laws were passed and 
revised, agencies for investigation and control were set up. Under 
President Wilson's first administration an expert study of the 
problem was made, and ingenious new legislation was devised and 
enacted, with the passage of the Clayton Act and the establishment 
of the Federal Trade Commission. It would be reckless to say that 
all these laws have done no good whatever, yet the fact remains that 
monopolistic practices are still rampant in this country, and great 
American corporations have become an essential part of the inter- 
national cartel network. 

One difficulty is that, m the game of prosecution and defense, 
counsel for private interests are always two or three jumps ahead of 
the government. We decide to do something about the problem, 
make a careful study of everything business has done to which we 
object, and try to phrase laws that will prevent these practices with- 
out forbidding business to carry on at all. After a long fight. Con- 
gress passes some legislation, usually leaving open numerous loop- 
holes. Then, if we can succeed in getting an administration which 
wants to enforce the law, the Department of Justice after due study 
and deliberation brings a few test suits With long legal delay, these 
suits are fought up through the courts until finally the Supreme 
Court renders a decision in a particular case, which may or may not 
be a good precedent by which to know what can or should be done 
in other particular cases. But by the time the decision is rendered, 
the legal mentors of the corporations have discovered some new way 
of accomplishing the result their employers desire, which either has 
not yet been forbidden by law or cannot be prevented without an- 
other long and costly legal fight, the outcome of which is uncertain. 
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One trouble with the antitrust legislation is that, as long as private 
business is left with the incentive to do anything useful to the 
public, and with the power to do it, it is likely also to have the in- 
centive and power to fix prices, limit output, restrict competition, 
and dampen enterprise. Since those who devised the Wilson pro- 
gram, for instance, did not wish to forbid the possible efficiency of 
bigness as such, they refrained from outlawing the purchase of 
assets by corporations no matter how big they might be, and placed 
few obstacles in the way of the ownership of one corporation by an- 
other. The Supreme Court, in its famous ''rule of reason,’’ opined 
that Congress did not mean to forbid all restraints of trade, but 
only "unreasonable” restraints. A long senes of court decisions on 
the practices of trade associations have left open the door to all sorts 
of limitations of competition. And it is difficult to devise a plan by 
which we can continue to encourage invention by the patent system, 
and at the same time prevent the abuses of patents which modem 
monopolies employ. 

The abuses of monopolies are not something alien to the profit 
system, easy to cut away from it if only we have honest officials and 
businessmen who are not bent upon economic wickedness. We 
habitually praise the profit motive as the source of all progress, and 
then, when it reaches its logical conclusion, we call it greed. How- 
ever much businessmen may approve of competition m the ab- 
stract, the goal of almost every competitor is to outdistance and if 
possible to eliminate his nvals A modern economy offers many 
opportunities for the success of a few in doing so. 

Nor IS the motive always or entirely the amassing of wealth. Com- 
petition IS full of wastes which a conscientious manager naturally 
wishes to avoid. And too much competition may threaten the 
security of all concerned Behind many an agreement to restrict 
production you will find a period when output was far greater than 
the market could absorb at prices that would maintain the com- 
petitors in business. The Spartan prescription of the orthodox 
economists that the internecine struggle should go on until only the 
more efficient producers are left, and prices come back to a level 
profitable to them, is not welcdme to those who face min, to the 
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creditors of the concerns which are in danger, to the workers who 
must undergo unemployment, or to the governments which depend 
on the prosperity of business. On these accounts monopoly practices 
are usually phrased in terms of ethics, codes, and cooperation. The 
men who employ them often believe they are acting in the best in- 
terests of the community. It is significant that the modern cartel 
movement marched under the banner of “rationalization.” 

If we pit such strong motives as a generally sanctioned profit in- 
centive, a deadly fear of losing economic security and even occupa- 
tion, and a desire to do things in an orderly and planned way instead 
of practicing the manners of the jungle, against the negative, tardy, 
and often inexpert police resources of the state, we must expect 
something far short of a satisfactory solution of the problem. For 
these reasons, there is no cure for capitalist monopoly in any magic 
formula. It will not be banished quickly or without much trial and 
error. 

As has been noted, international cartels cannot operate within 
countries where monopolies cannot control the domestic market. 
The first line of attack should therefore be by national action within 
the United States- as well as within each of the other nations where 
cartels flourish. The following types of action may be suggested. 

1. Enforce Existing Antitrust Laws. The antitrust laws we have, 
though far from adequate, have been largely inoperative because 
they have not been vigorously enforced Republican Administra- 
tions between 1920 and 1932 were sympathetic to big business in- 
terests, and were not impelled to move against combinations by any 
strong public sentiment. The first New Deal Administration in its 
attempt to cure depression even encouraged business control of 
pnces and output through the NRA. Recent attempts to prosecute 
by the antitrust division of the Department of Justice have run afoul 
of conservabve interests, and during the war were moderated by the 
necessity of the War and Navy Departments to depend on the big 
corporations for military equipment. 

The virtue of vigorous enforcement, even though it cannot solve 
the problem, is that it puts monopolies on the defensive and so 
exerts pressure on them to watch their step and exhibit the best be- 
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havior of which they are capable If the laws are actually undesir- 
able, they should be amended instead of being ignored, and enforce- 
ment will stir the ingenuity of those affected to propose some better 
program for dealing with generally admitted evils. 

2 Devise Better Means of Regulation. Regulation will never be 
effective as long as it must be dependent on specific legislation and 
actions m courts It must be carried on administratively, and must 
be flexible enough to meet new conditions as they arise The Federal 
Trade Commission was devised for this purpose, but it has not lived 
up to the hopes of its designers. Indeed, it has virtually given up any 
attempt to solve the monopoly problem and has devoted its energies 
largely to preventing the "'unfair competition” of misleading brands 
and labels. 

It has been suggested that every business engaged in international 
trade — and perhaps those engaged m interstate trade as well — be 
compelled to incorporate federally. Federal corporate charters 
would, by law, be granted only on certain general conditions drafted 
in the public interest and would be subject to renewal at stated 
periods. Such conditions might embody the principle that the cor- 
poration would have no right to engage m any activity which would 
compromise the fullest production and employment permitted by 
the current level of technology, the availability of materials, and the 
labor supply. A commission would be empowered to see that cor- 
porate practice lived up to these conditions in detail, to give full 
publicity to corporate affairs, and possibly to withdraw the corporate 
charter, if the corporation m question was persistently and know- 
ingly guilty of violations. 

If litigation arose in connection with this kind of regulation, the 
burden of proof would be on the corporation instead of on the 
government. The corporation would have to appeal to the courts to 
upset an administrative action, rather than the government appeal- 
ing to the courts to forbid a corporate action. 

3. Break the Corporate Monopoly on Patents. Many of the im- 
portant patents on which cartels now base their power are of 
German ongin Most of these have been seized by the government 
and are now m the hands of the Alien Property Custodian. Former 
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Attorney General Biddle suggested that after the war these patents 
not be returned to the German owners, but be held for use in the 
public interest After the last war we did not return German patents, 
but disposed of them to private companies, some of whom secretly 
represented the German owners, and most of whom used them (as 
they assumed the right to do under the patent laws) for monopolis- 
tic gain. Mr, Biddle's suggestion is a good one. We do not see How 
it can be executed unless the government retains the patents and 
licenses them to all on equal terms. 

This, however, is only a half-measure, since it does not bear on 
future patents, and any concerns which do not hold the American 
patents that complement the German ones may hesitate to buck 
the great power of the existing monopolies. Some revision of the 
patent law is necessary which if possible will retain the incentive to 
inventors while preventing use of patents to restrain trade or restrict 
output. 

In addition, a suggestion of possibly great benefit is to set up a 
public research organization with ample funds, dedicated to mak- 
ing inventions and improvements which may be employed by any- 
body. This would not forbid individual ingenuity or inventiveness, 
but it would provide a public competition for the great private re- 
search organizations from which many industrial improvements 
now stem, and which permit monopolistic exploitation of the brains 
of scientists and technicians. 

4. Use the Public Power to Compete, In numerous important in- 
dustries where monopoly practices prevail, the government has built 
for war purposes and now owns great productive facilities. The cor- 
porations. many of which are operating these plants as contractors, 
are exercising strong pressure to have the plants either closed down 
or sold out to pnvate interests as quickly as possible after the war. 
They have been m the mam supported by the Baruch report. As 
suggested by Harlow S. Person m The New Republic, the govern- 
ment should retain whatever plants are necessary for the purpose 
of ensuring full employment and fair prices. Public competition has 
been effectual in Sweden, and has shown what it can do m the 
United States in the TVA, The government need not necessarily 



184 


America’s Stake in Britain’s Future 


operate all the plants it owns; it can rent them to private contractors, 
but under such conditions that practices which are a detnment to 
the public shall not prevail. 

,5. Install Democratic Planning Most important of all, the 
government should not leave the planning function entirely to those 
who operate for private gam. It should not be content with negative 
and regulatory measures, but should step in to supervise the con- 
structive job which monopolists say and may think they are doing 
in rationalizing production, economizing resources, and stabilizing 
the economy. The main trouble with their activities is not that they 
attempt these things but that they stabilize on a level of prices 
higher than the technical arts would permit, and on a level of out- 
put lower than our productive resources, including the labor supply, 
would justify. 

The government need not do this job in a bureaucratic or dicta- 
tonal fashion. But it is peculiarly fitted to mobilize the common 
interest of business, labor, agriculture, and consumers m full produc- 
tion and avoidance of depression. It can do this by calling together 
representatives of all the mam interest groups, to supervise the 
preparation of a production program based on the needs of con- 
sumers and large enough to utilize our full capacity. This program 
should be continually revised as demands change in the retail 
markets and as productivity increases. The performance of industry 
in meeting it should be checked, and measures should be taken 
wherever necessary to increase production 

Such a program would be a guide for many of the activities out- 
lined. It would, for instance, provide standards for the examination 
of the practices of federally incorporated companies, and it would 
indicate how much governmental competition was desirable, and 
in what lines. It would also be the criterion of a compensatory fiscal 
policy on the part of the government, or for a public works program 
to stabilize the construction industry. 

In spite of any such measures which may be taken within in- 
dividual nations, international cartels may persist and continue to 
qcploft consumers, even within countries which have themselves 
ovorcome the evils of monopoly, if these countries are not large pro- 
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ducers of the products controlled by the cartels Thus, the United 
States IS dependent on foreign sources for tin, and could not merely 
by domestic legislation protect itself against the tin cartel Other 
nations are much less independent economically than we. 

6 Establish a ^^orld Trade Board, There have been numerous 
suggestions for an international agency to help stabilize world trade 
on an active basis and guarantee ''freedom of access to raw ma- 
terials/' If this is to mean anything, it must at least mean the curb- 
ing of international monopolies. 

If it IS difficult to abolish monopoly by national legislation, it will 
be still more difficult to do so on an international scale, where there 
is no government having sovereign powers, and there is not likely to 
be any for many years. By international agreement, however, we can 
create an agency which can investigate and give publicity to any 
combination which fixes prices or limits output, and by the same 
means we can in many cases provide representation for the indi- 
vidual consumers, or for consuming nations, in such decisions. An 
agreement of this nature regarding coffee now exists between the 
United States and numerous Latin American countnes. If the world 
board should be convinced that no limitation was desirable for any 
particular products, or that the consumers were underrepresented or 
flouted m its decisions, it could do much to stimulate new sources of 
supply. At any rate, it would not leave cartel transactions in the no 
man's land they now occupy, free to carry on m almost complete 
privacy and immunity. 

An international trade board would have to maintain close rela- 
tionships with other world-wide economic agencies, such as the In- 
ternational Bank for Reconstruction and Development, the Inter- 
national Food and Agriculture Organization, any machinery which 
is established to stabilize exchanges, and the agencies having to do 
with labor and standards of living. It might even work out a 
method of planning multilateral trade which could help to safe- 
guard international balances of payments better than the exclusive 
bilateralism that prevailed before the war, and would at the same 
time encourage world-wide expansion of production and consump- 
tion. 
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NEED WE HAVE A 
DEPRESSION? 


If it were possible for the United States to offer Bntain a credible 
assurance that this country will not suffer any profound depression 
in the visible future, the basis for agreement on almost every other 
economic problem would exist. The British would then believe that 
we were less likely to offer ruinous competition in foreign markets 
by exporting unemployment They would be much less worried 
about their ability to achieve and maintain the necessary increase of 
their exports and to avoid unemployment and a deficit in their 
balance of payments They would probably be willing to take a 
chance on multilateral freedom of trade and to participate in inter- 
national exchange stabilization. It is therefore pertinent to inquire 
how good reasons they have for their fear of an American collapse, 
and whether it would be possible to remove their forebodings. 

Economic science has not yet advanced sufficiently to offer any 
certain conclusions concerning the origin of depressions or their 
possible cure. Even if it had done so, the theory of the subject could 
not be covered m one brief chapter. There are numerous informed 
opinions, but on most of them not all qualified economists are 
agreed. The problem is still in the stage of research and experiment. 
Nevertheless, it would be incorrect to suppose that much is not al- 
ready known or that there are no good grounds for choosing one 
type of policy rather than another. If we do the best we can on the 
hasis of what is already known, we are likely to achieve a better result 
than if we give up in despair or proceed on the basis of ignorance 
and tradition. 

The Bntish fear of Amencan depression rests in large measure on 
the belief that the United States will enter the postwar period with 
no substantial plan for avoiding a slump except a belief that un- 
hampered private enterpnse will automatically produce stabilized 
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prosperity. If this is in fact to be our policy, their fear is well 
grounded both m history and m theory. 

All economists, no matter what their opinions or prejudices, 
would be obliged to agree that no economic order characterized 
mainly by private enterprise has ever yet succeeded m maintaining 
stabilized high employment or continuous expansion Those who 
defend this type of order usually do so on other grounds, such as 
that it is progressive m the long run or offers a maximum of 
freedom Before the great depression between the wars, some 
authorities believed that the order which we now call capitalist was 
becoming more stabilized, and that depressions would henceforth 
be of minor significance Few now support this contention At any 
rate, it is a matter of history that great depressions usually have 
followed great wars, after an interval of a few years. The experience 
of the latest depression, which is vividly remembered in England, 
strongly reinforces this historical observation Indeed, it dramati- 
cally underlines the apprehension that if the United States relies 
upon private enterprise the experience will be repeated, for in 1919 
war controls were abandoned with the greatest possible haste, and 
the ensuing decade was one in which American government was al- 
most completely responsive to the supposed interests of business. 

Nor does standard economic theory offer any reason for expecting 
a more fortunate experience m the future Classical doctnnes, it is 
true, are largely devoted to explaining how, under a regime of free 
competition and mobility of labor and capital, an automatic 
equilibrium would be maintained. Not even the most orthodox 
economist believes, however, that the assumptions on which this 
theory rests correspond closely with the economic institutions which 
actually exist. 'TerfecF' competition is a rarity. In the many in- 
dustries where no actual monopoly exists, prices are often set 
administratively rather than automatically as a result of the forces 
of demand and supply. Some kinds of prices are much more rigid 
than others. Neither labor nor capital actually has a high degree of 
mobility. Farmers neither reduce their production nor move readily 
from the land when agricultural prices fall. When downward 
adjustments seem to be necessitated by economic forces, strong 
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resistance is opposed to reduction of wages, rent, and long-term 
interest. 

The rigidities m our order seem to become firmer and more 
prevalent as time goes on Meanwhile change, with its consequent 
need for readjustment, is hastened by the rapidity of technological 
advance dt might still be possible to arrive automatically at equilib- 
num by letting things take their course, but the delay is so long and 
the process is so painful that people are not willing to consent to 
this policy At any rate, the classical theory offers no assurance what- 
ever that severe depression will not be part of the balancing process, 
given the kind of economic institutions that exist m the modern 
world. These institutions are not likely to be altered so radically as 
to conform with the assumptions on which the classical theory rests. 

It may be enlightening to look a little more closely art what hap- 
pened m the United States after the last war, even though this can 
be done here only in superficial summary. The decade between 1919 
and 1929 can be roughly divided into three periods First came the 
immediate postwar inflation and deflation. Then followed a number 
of years of recovery which, with only minor interruptions, blossomed 
into the most spectacular prosperity the country had ever known. 
Third and last came the halting of this upward movement and the 
crash of 1929, 

When the war ended in November 1918, there were 4,000,000 
men m the armed services, and about one-quarter of the labor force, 
or 9,000,000, were employed 111 war industries. Demobilization was 
undertaken without any plan or indeed much forethought of its 
effect on the economy. More than half the outstanding war con- 
tracts were canceled within four weeks. Pnce controls were re- 
moved almost at once, and within thirty days no more pnonty 
orders were issued. (Even during the war, price control had not been 
extended to retail markets, and there was no compulsory rationing ) 
Wliile a large though uncertain amount of unemployment was the 
immediate* result, a marked inflationary boom began early in 1919 
Prices soared, and credits were freely extended by the banks. This 
boom was not caused by the release of consumers’ purchasing power 
for civilian wants deferred during the war The shortages which had 
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existed occurred mainly m penshable goods such as food War pro- 
duction had occupied only about one-quarter of the nation's capac- 
ity, and the production of durable consumers' goods like auto- 
mobiles had not been senously interrupted The period of America's 
participation in the war itself was so short that no considerable 
backlog of demand had arisen. 

Inflationary tendencies had been well under way before the 
United States declared war, and the rise of pnces continued during 
its course. This inflation was stimulated by government borrowing, 
which rested largely on bank credit. Government bonds purchased 
by individuals or business concerns could be used as collateral for 
bank loans, and gold reserves appeared to be ample With the end- 
ing of government controls, credit inflation took a new spurt. Loans 
and investments of member banks of the Federal Reserve System 
were increased by about two billion dollars between June 1919 and 
June 1920. 

The immediate result was the speculative boom, which took hold, 
not only of the capital markets, but of trade and industry generally 
Commodity prices rose rapidly Businessmen ordered materials or 
increased their stocks merely because a profit could be made from 
the rise m prices between the time of purchase and the time of sale. 
Production soon rose to war levels and reached the limit of capacity. 
By the third quarter of 1919, factories began to fall behind in 
cielivenes As the overstrained railroads could not carry the burden 
delays occurred m transportation. Retail pnces soared so high that 
consumption did not keep pace with production 

Governmental fiscal policy supported this boom A great bond 
issue was floated after the Armistice, and although domestic war ex- 
penditures declined, large loans were made to other countries for 
relief and reconstruction, which temporarily helped to maintain ex- 
ports, particularly of farm products. 

This boom suffered its inevitable collapse, which began gradually 
m 1920 and culminated with a precipitous drop of prices m 1921, 
Fofeign demand for the largest crops American farmers had ever 
produced began to fall off. As great a volume was exported as before, 
but only at rapidly falling prices Business concerns found them- 
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selves embarrassed by large inventories bought at high valuations 
and carried on bank credit, which they were no longer able to sell at 
a profit Bank loans were reduced, not only on this account, but be- 
cause the volume of outstanding credit had risen close to the limit 
set by the existing reserves Rediscount rates of the Reserve Banks 
were increased. For the Federal Reserve System as a whole, redis- 
counted loans fell from their maximum of $2,801,000,000 on Octo- 
ber 29, 1920, to $397,000,000 in August 1922. Federal Reserve notes 
in circulation declined by more than $1,000,000,000 during 1921. 
Unemployment and restriction of industrial production of course 
occurred The mam characteristic of the slump, however, was a 
sharp deflation of prices and reduction of mventone? accompanied 
by operating deficits which occasioned many bankruptcies. 

While there is some danger of a repetition of this experience, a 
number of important differences now exist. Price control during war 
was this time much more extensive and effective. Inflationary 
tendencies were checked during its course. Bank credit was not 
utilized for the flotation of war loans, since government bonds were 
not accepted as collateral from commercial or individual borrowen. 
The banks instead purchased large amounts of government securi- 
ties outright. If they continue to pursue a conservative lending 
policy during the reconversion period, they will have ample re- 
sources with which to counteract any deflationary tendency. 

The danger of inflation this time arises mainly from the existence 
of large backlogs of consumer demand for automobiles and other 
durable goods, and the ownership both by business and individuals 
of immense reserves of purchasing power in the form of currency 
and bank deposits. There is a good deal of evidence to indicate, how- 
ever, that these reserves will not be hastily spent in such a way as to 
set off a price boom, but rather will be held because of a general fear 
of depression It is also possible that price controls will not be 
abandoned until supplies of goods are sufficient to render them un- 
necessary. War restrictions on instalment credit are not likely to be 
removed before there are enough goods to satisfy consumers^ de- 
mands, It therefore appears possible to avoid an inflationary boom 
and an ensuing collapse if banking policy is intelligent and the nec- 
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essary governmental controls are retained In that event, what might 
happen is a fairly smooth increase of civilian production as rapidly 
as productive facilities, materials, and manpower are released This 
could persist until consumers' wants, deferred during the war, are 
satisfied. There is danger of speculative excesses in the stock market 
and in real estate, but, at least in the stock market, controls are 
available that did not exist m 1919. Margin trading can be checked 
or eliminated, for instance, and the banks are not eager to finance 
speculation. The greater peril is probably that unemployment en- 
suing from cessation of war production may restrict consumers' buy- 
ing, and depression may come without a preliminary boom. 

After the deflation m 1921, recovery began in 1922, and the up- 
ward course of economic activity continued until 1929, with only 
minor interruptions in 1924 and 1927. During these years private 
enterprise was almost entirely on its own. The government did at- 
tempt to aid producers by a protective tariff, but it is doubtful 
whether this had much to do with the prosperity of the period The 
tariff did not, for instance, apply to rapidly growing industries like 
automobiles, or to building construction, the activity of which was 
a fundamental force m economic expansion. The Federal govern- 
ment had ceased to provide any stimulus to purchasing power, such 
as had flowed during the war from its spending of borrowed money. 
On the contrary, it was now reducing the national debt. Such stim- 
ulus as came from public sources resulted from the activity of state 
and local governments in building roads and other public works. 

It is possible to point out several circumstances which apparently 
combined to bring prosperity, at least to the industrial and urban 
sections of the population. During the deflation of 1921, prices of 
agricultural products fell approximately to the 191 3 level, whereas 
the quantity of crops raised remained substantially the «ame This 
reduced the purchasing power of farmers, but at the same time it 
reduced the cost of industrial raw matenals and the cost of the wage 
earners' food basket. The course of the deflation in industry was 
quite different. The pnces of manufactured goods fell somewhat, 
but still remained about 63 per cent above the 1913 level, whereas 
the actual quantity of industrial output did fall to the prewar point. 
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Thus, industry maintained its prices by restricting its production, 
while agriculture maintained its production and let prices fall. 

The consequence to the manufacturers was that, when revival 
came, the prices of their raw materials averaged about 25 per cent 
above 1913, whereas the prices of what they had for sale remained 
about 63 per cent above (Other industrial raw materials had much 
the same price experience as did crops.) This increased margin of- 
fered a substantial profit incentive It also permitted the payment of 
wages considerably above the prewar level. While wages had been 
reduced during the depression, they had not gone down as rapidly 
as the cost of living. Wage earners therefore had a greatly enlarged 
purchasing power with which to buy manufactured products Manu- 
facturers were encouraged to produce these products, not only by 
the wider profit margin ansing from the low cost of materials, but 
also by a gam m technological efficiency, which reduced unit labor 
costs. 

If the outlay of consumers m the United States is stated in terms 
of constant purchasing power by taking account of the course of 
retail prices, it actually grew $3,700,000,000 between 1920 and 1921 
and another $3,200,000,000 between 1921 and 1922 Such an active 
demand naturally stimulated enterprise Important specific factors 
n^y also be identified. The automobile industry was a new one, and 
experienced a rapid growth. The investment in its factories and 
machinery, plus the sale of its products, yielded a growing amount of 
employment and wages. The same result flowed from the rise of 
other new but less important industries such as radio. Meanwhile, 
there was a long-continued boom m the construction industry, 
which not only made up for the shortage of building during the war 
years, but continued to satisfy an expanded demand The activity 
of construction naturally stimulated the manufacture of building 
materials and the activity of other industries indirectly dependent 
upon it 

Between 1922 and 1926, the output of American industry, meas- 
ured in physical terms, grew about 24 per cent. A steadily expanding 
outlay by consumers supplied the market for that portion of these 
products which was destined for consumer use. The 'remainder was 
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absorbed by the demand for buildings, machinery, and other cap- 
ital goods which was provided by an annual total of new invest- 
ment which increased from $10,000,000,000 m 1921 to about 
$16,000,000,000 in 1926. During the same period technological ad- 
vance was unusually rapid, the average output per wage earner in- 
creasing more than m any previous years of which there is record. 
Prices did not change materially, but evinced if anything a declining 
tendency. There was no evidence of credit inflation. A moderate 
advance in wages was registered Profits averaged high and dividends 
grew rapidly. So favorable did the situation look to most contem- 
porary economists and businessmen that many believed prosperity 
would continue indefinitely 

The fact is of course that it did not do so. Many reasons have 
subsequently been advanced to account for the collapse. Although 
no one can be quite sure where the trouble originated, hindsight can 
point out a number of rather obvious sources of danger. In 1927, the 
construction boom began to taper off There occurred in that year 
not only a drop m new construction, but a reduction in new invest- 
ment in producers’ goods. Thus the private capital investment 
which had been a stimulating factor began to waver. In the same 
year, the total outlay by consumers showed the first drop since re- 
covery had begun There were also signs that the automobile in- 
dustry was approaching the limits of its rapid growth. It was ceasing 
to be a ^'new’’ industry and was becoming stabilized. 

These important danger signals were either unknown at the time 
or were disregarded because profits remained high and the prices of 
shares were shooting upward in a speculative stock market boom. 
The speculative fever and the free spending which it stimulated 
doubtless had something to do with the temporary recovery that 
followed the 1927 recession. Nevertheless, building construction 
continued on a downward course, and other types of production 
turned downward months before the crash on the stock market. 
While the events in Wall Street no doubt made the ensuing de- 
pression more serious than it otherwise would have been, they do 
not appear to have caused it Nor was the depression caused by any 
decline in profits or by any slackening of technological advance. 
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Prices showed no apparently inflationary tendency. No stringency of 
bank credit affected business activity, at least until long after indus- 
trial production had begun to fall. The causes, whatever they were, 
were more fundamental than any of these. 

Such figures as we have indicate that the purchasing power of 
consumers was not keeping pace with the capacity for making prod- 
ucts offered for sale to them. Technical improvements permitted 
manufacturers to turn out a greatly enlarged product with fewer 
wage earners than before the war. For the first time in the history 
of this country, the number of wage earners engaged m factories 
actually declined during a period of prosperity. The numbers in 
agriculture also became fewer Employment in other occupations 
expanded enough at the same time so that there was no serious cnsis 
of unemployment, but a substantial amount of joblessness neverthe- 
less existed. Those wage earners who had j'obs enjoyed a purchasing 
power somewhat increased by higher wages and lower prices, but 
their gain was not so rapid as the increase in the margin between 
costs and sale prices and in the enhancement of profits. At the exist- 
ing levels of real income available to the mass of consumers, the 
markets for such expensive products as new houses and automobiles 
apparently became saturated. At that point, expansion of new in- 
vestment in these industries ceased, and this in turn reduced con- 
sumer income and outlay. This is a brief summary ojf an hypothesis 
which cannot be proved, but which is in apparent conformity with 
such facts as are available. 

How does the situation after this war differ from that jn the 
twenties? Not only is there doubt that pnvate enterprise, unaided 
by planning or governmental measures, will be able to avoid an 
eventual depression, but also a good deal of skepticism that it can 
even maintain expansion for as long as six years, as it did after 1921. 
The productive capacity of the country, the volume of employment, 
and the national income have all been increased tremendously dur- 
ing the war. While we need not expect that all those m war indus- 
tries will wish to continue to work for wages, production and the 
nabonal income will have to remain at a level far above anything 
known before the war if there is not to be a large amount of unem- 
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ployment. It is uncertain whether there will develop this time a 
disparity between the prices of raw materials and the prices of fin- 
ished products like that which enhanced the profit incentive after 
the last war. It is also uncertain whether the purchasing power of 
labor will be similarly increased. Above all, there see^ji to be no new 
industries which can play the role of automobiles, radio, and others 
in attracting investment and expanding employment. Airplane pro- 
duction, even with the best possible fortune, is certain to suffer a 
considerable shrinkage. 

There is a possibility that industry can be active until deferred 
consumer demands are supplied. But this is hardly likely to take 
more than two or three years. No doubt there will be a revival m 
housing construction, but it is uncertain how long a building boom 
can last unless we go m for rebuilding cities and slum clearance on a 
large scale, as other nations are likely to do. Reconstruction m for- 
eign nations will stimulate exports of steel and other capital goods, 
insofar as loans are extended to finance these exports, but we cannot 
continue long to sell more goods abroad without buying more in 
exchange. The ability to do this depends m turn on the size of our 
domestic market. We cannot rely on the rest of the world to guar- 
antee prosperity in the United States. Rather, we must insure pros- 
perity in the United States in order that the rest of the world may 
thnve. 

We have one great advantage which did not exist after the last 
war. There is now some appreciation of the fact that a problem ex- 
ists, whereas then few gave any thought to the matter. Also, there 
are now better formulated ideas concerning the nature of the prob- 
lem. These ideas, toa, rest upon a mych larger body of statistical 
knowledge. During the last war, not even the best informed experts 
had more than the vaguest idea of the size of the national income, 
the amount of consumers' spending, the numbers employed and 
unemployed, or the total of new capital saved and invested. Though 
our information m these fields is still far from perfect, it is sufficient 
to offer us something to work with in analyzing the problem. If all 
this mental equipment is to be of any use, it must, of course, be ap- 
plied in terms of national policy. There are now substantial forces 
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representative of labor, management, and agriculture which are 
concerned that this should be done. Though public opinion is still 
far from being alive to the issues involved, it has enjoyed a liberal 
economic education during the past quarter-century and is not 
unresponsive to new ideas 

Those at work m the field have already indicated how we may go 
to work to understand the situation in terms concrete enough to 
make intelligent discussion of policy possible The first thing to do is 
to make an estimate of the size of the labor force which is likely to 
want paid employment in some given year when the war is over. 
Population figures from the Census Bureau offer the basis for doing 
so. Estimates may differ in detail according to the assumptions em- 
ployed, but the discussion is taken out of the realm of mere guess, 
and is limited by a fairly narrow range of probabilities. We have a 
figure for the money value of the total product turned out by those 
at work in a prewar year. Therefore we can tell what would be the 
total product necessary to provide employment for any given num- 
ber of persons after the war, if prices and productivity had not 
changed. This estimate must of course be increased by an allowance 
for the growth of production per worker. Estimates of this growth 
may be based upon past experience Allowance can also be made for 
price changes, as well as for any change m the length of the working 
week Tlie final result of all these estimates i^a figure for the amount 
which it would be necessary for the nation to produce if everybody 
seeking work were to be employed. 

With such, a figure m hand, it is possible to proceed to the next 
question — namely, where the purchasing power to absorb the req- 
uisite total of product is goipg to arise. Expenditures may be clas- 
sified under three mam heads. First, there is the spending of individ- 
ual consumers Second, there is the spending by business for new 
capital goods. Third, there is the spending by government. To- 
gether, these three sources of spending must provide enough money 
to purchase the total product. If they do not, some of those seeking 
employment will be out of work. 

It appears axiomatic that, no matter how much is produced, 
enough will be paid out dunng the process of production so that 
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the recipients of this income^ taken as a whole, will have enough 
money to buy the total product. The selling price of any article is 
made up of all the costs that went into its production, plus whatever 
profit may be made. All the money received for its sale is therefore 
distnbuted to somebody and can be spent Even the government, 
as a recipient of taxes or loans, comes into this picture The over- 
simplified form of traditional economics would have assumed that, 
since sulEcient purchasing power must exist, it would all be used, 
and the total product would be bought. According to this theory, 
the only problem of supplying full employment was to obviate fric- 
tion or obstructions in the markets for the purchase and sale of 
goods and m the formation of prices. More realistic students of our 
economy have observed, however, that the existence of sufficient 
purchasing power does not ensure that it will all be spent. It is quite 
obvious that the amount government spends depends upon deci- 
sions that often are not closely dependent upon the amount it 
collects. It IS also true that the amount business invests is not de- 
termined solely by the purchasing power at its disposal, but rather 
by its estimate of the chance of profitable return on the invest- 
ment. 

One estimate of how much business and government are likely to 
spend may be based upon their performance in the past. If we as- 
sume that their spendings will bear the same proportion to the na- 
tional income as before the war, we can arrive at an estimated total 
for their expenditures under a national income big enough to pro- 
vide full employment after the war. The remainder must then be 
spent by the individual consumers, if enough is to be bought. We 
can discover how much will be available for the spending of indi- 
vidual consumers on the basis of the estimates made for the other 
figures. But, of course, consumers save as well as spend. If their past 
savings habits persist, they will not spend enough to consume the 
whole product. The result of almost any calculation like that out- 
lined indicates that there must be a change somewhere in past habits 
if anything like full employment is to be maintained, given the high 
productive capacity which will exist Either business must invest 
more than it has been in the habit of doing, or the government must 
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spend more^ or consumers must save less Of course, some combina- 
tion of the three might turn the trick. 

The National Planning Association — a nongovernmental, non- 
partisan organization controlled by prominent businessmen, labor 
leaders, and agricultural leaders — ^has made an interesting attempt to 
budget the entne national economy for full employment, using the 
type of method outlined The specific figures it presents are tentative 
and may be accepted or rejected by others, but they serve to illus- 
trate the nature of the problem It calculates that the total labor 
force in 1950, excluding those who may be temporarily unemployed 
while moving from one job to another, will be approximately 
60,000,000. The national product of such a force, it estimates at 
$170,000,000,000, on the basis of 1941 prices If business invested as 
large a proportion of the total product as it has done in the past, its 
spendings under an income of this size would be approximately 
$24,000,000,000 Governmental expenditures, calculated on the 
same assumption, but modified for the additional costs which will 
follow the war, such as interest on the national debt, larger military 
establishment, and so forth, would be about $25,400,000,000. The 
remainder, or $120,600,000,000, must be spent by individual con- 
sumers if the account is to balance. 

Consumers \vill receive, if the national product is of this size and 
if business and government make the estimated expenditures, total 
income payments of $131,200,000,000. After paying taxes they will 
presumably save something. Assuming tax rates to be unchanged 
from 1944 and saving habits to be the same as before the war, they 
would have left to spend about $99,800,000,000. This compares 
with the required spending of $120,600,000,000. Obviously, it is far 
from enough This discrepancy shows up on the other side of the 
books m two items — first, an excess of individual saving over the 
amount drawn by business from such saving for new investment, 
and second, a surplus m the budget of the Federal government. 

Inspection of such figures does not lead to any assurance that the 
problem will solve itself without the adoption of appropriate pol- 
icies. Somehow or other, a balance between income and expenditure 
must be achieved if high employment is to be maintained. Taxes 
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may be reduced, thus leaving consumers more to spend, and at the 
same time government may spend more. These two changes to- 
gether might serve to compensate for a deficiency in private invest- 
ment. It is an abstract possibility that business investment would be 
$0 much higher than in the past that no change would be required 
in the other items. This, however, does not seem likely. At least it 
would be prudent to keep accurate information about the volume of 
private investment, to forecast its future, and to be prepared to ad- 
just other types of spending accordingly. Naturally, all the figures 
question will be subject to correction when the cnsis approaches, 
and may be estimated with much greater accuracy after reconversion 
is completed. 

If it IS going to be necessary for the government to spend more, 
there are many things it can do which will provide useful products. 
Nobody wants it to spend merely to provide jobs. Work for which 
there is no real demand either on the part of individual consumers 
or in the interest of the public welfare is pure waste. There will, 
however, be a legitimate need for many types of activity not likely 
to be undertaken by private enterpnse, at least without governmen- 
tal organization or subsidy. New regional developments like the 
TVA constitute one of these. Slum clearance, replanning, and de- 
velopment in urban regions is another. Desirable extension of 
education and health services would make considerable demands on 
manpower. Airports, roads, bridges, and all other familiar types of 
public work could readily be expanded. It is unlikely, however, that 
with the immense productive power which will exist, government 
can wisely spend enough to provide nearly all the needed demand. 
The. great problem, at least in the United States, will be to raise 
levels of consumption for goods and services customarily turned out 
by private enterprise. This will not mean that everybody must buy 
more than he wants and can use. There is an immense opportunity 
for further satisfaction of ordinary needs on the part of those large 
sections of the population at the lower income levels. 

For this purpose more is necessary than merely budgeting the 
national' income and expenditures and observing whether discrep- 
ancies are likely to arise. Something must be done to reduce the 
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prices of generally used commodities as rapidly as the costs of pro- 
duction fall, or to increase wages in the same proportion, partic- 
ularly those in the lower brackets In practice, it would probably be 
easier to adopt both policies at once There are some who think that 
private industry itself will see the advantage of such a course and 
will follow it. Many supposed that in the twenties it was actually 
doing so. Whether it did or not, the prices of many desirable prod- 
ucts were not brought low enough so that anywhere near all the 
people could have what they might legitimately have wanted Hous- 
ing of high standard is an obvious example. If all the available labor 
power 1$ to be utilized until all members of the population have 
everything they want and should have, many things must be done 
which obviously were not done m the twenties. There must be better 
organization of industries like building construction. There must be 
more accurate knowledge of costs, prices, wages, and profits, and of 
their resultant in the flow of purchasing power. Monopolistic restric- 
tions must of course be removed, wherever they tend to reduce or 
obstruct the flow. This range of problems is an extreipely complex 
one, to which suflEcient study has not yet been devoted. 

In view both of the intnnsic difficulty of the task and of the 
Ignorance, prejudice, and interest that would have to be overcome 
even if we could now be sure exactly what it would be desirable to 
do, we obviously cannot give the British any firm assurance that we 
shall maintain full employment and avoid another postwar depres- 
sion. Indeed, they could not give us any such assurance on their own 
part. What we legitimately could do, however, would be to offer 
them some evidence that we have resolved to proceed as rapidly as 
possible with the job and are actually at work upon it. The basis for 
such assurance does not at this wntmg exist either in any commit- 
ment of the national government or m the outlook and expressions 
of the maj'ority of those who now control American industry. Most 
of the work so far done m this field has been unofficial and repre- 
sentative of minorities. Some of these minonties are potentially 
influential, but much remains to be done before it could be said that 
their views are generally accepted and are likely to guide action. 

The next few years will be cntical ones in this respect. The British 
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seem to have made up their minds to go m for national planning and 
have officially committed themselves to a full employment policy If 
we adopt a similar course, they will have much more confidence in 
Anglo-American economic cooperation. If we do not, they are likely 
to conclude that we must experience another depression before we 
seriously undertake the ]ob of taming our economy. 
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Americans are lilcely to be surprised to discover that iiv 
formed British opinion fears a depression in the United States more 
than one in England. At first glance British economic difficulties 
seem far more menacing than ours They have to worry not only 
about the management of their internal economy, but about ob- 
taining food and materials from abroad. If Americans are uncertain 
about ability to sustain full employment, should not the British be 
even more so? Does it not indicate some overconfidence on their 
part when they assume that they will be able to achieve success, 
provided we do not fail? 

One general comment may be made at the beginning. The British 
problem seems now to be one of overcoming scarcity. Their difficulty 
will be, at least for a considerable number of years, to obtain enough 
food, clothing, houses, and all the other essentials of civilized life. 
What worries Americans about the economy of the United States 
seems to be the exact contrary of this. For many years before the war 
we were technically able to produce many more goods than we could 
distribute to consumers through the ordinary mechanisms of the 
market. The war itself has greatly augmented our productive capac- 
it|^. It is feared that after reconversion is completed and the backlogs 
of demand are satisfied, we shall again have to struggle with un- 
marketable surpluses of goods and labor. To the naive mind it may 
appear more fortunate to be faced with a surplus than with a scar- 
city, but in the type of economy to which both nations have been 
accustomed in the past, the reverse is true. Private enterprise, utiliz- 
ing technical skill, thnves on scarcity. It is always easy to create more 
goods if there is a demand for them at prices that will yield a profit 
to the producers. On the other hand, enterprise and technology 
before the war struggled for years under the handicap of insufficient 
market demand and were unable to offer enough jobs. This does not 
mean that all members of the population had what they needed or 
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wanted It merely means that we had not learned how to provide 
consumers with the necessary purchasing power. 

Nevertheless, there are risks associated with the British full- 
employment program. In the first place, it may not be achieved for 
any great length of time In the second place, if it is achieved, it 
may involve untoward consequences It is necessary to examine 
some of the doubts concerning it which have been expressed both 
in England and m the United States. 

The pledge to maintain a high and stable volume of employ- 
ment was made under the most solemn circumstances The govern- 
ment White Paper on employment policy which contained the 
pledge was issued just before the Bntish army set forth to invade the 
Continent. Prime Minister Churchill and Ernest Bevm, Minister of 
Labour, addressed the troops on this occasion and emphasized this 
promise, among others, to create a better world for those who should 
return. Nevertheless it is charged by spokesmen of the Left; like 
Aneurin Bevan, that this was merely a device to sustain morale and 
that if the Tones regain power, they will forget the promise. Some- 
what similar promises were made dunng the last war and forgotten 
after it. Many believe that even if the Conservatives remain loyal 
to the goal itself, they will not favor the means necessary to achieve 
it. Neither the rank and file of businessmen nor the propertied 
classes are inclined to support drastic change. They do not really 
understand the problem, anfi now the war is over they will be eager 
to abolish all state controls and strictly to limit governmental activ- 
ity. They may find support for this attitude from a public weary of 
rationing and all the other disciplines of war. 

Even if the government adopts the methods described in the 
White Paper, the^e methods may not be sufficient to accomplish the 
result. They have been severely criticized, not only by Socialists, but 
by such keen economic analysts as Sir William Beveridge, The ob- 
jective on which nearly all agree is to maintain an expanding and 
steady expenditure sufficient to create a demand for all the goods 
that can be produced. The chief danger, according to the Keynes 
theory, is that that part of the expenditure of the country which 
takes the form of new investment will shrink, and thus not as much 
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will be invested as is being held out of the stream of purchasing 
power by saving One of the measures recommended m the White 
Paper is therefore to ascertain in advance what the total of invest- 
ment IS going to be As far as government expenditures are con- 
cerned^ this IS not difEcult The White Paper recommends that the 
government obtain the cooperation of private industries m collect- 
ing information concerning their investment plans Such coopera- 
tion may not be easy to elicit It may be necessary to install more 
governmental regulation even to compile this information than 
business or its political representatives would sanction. 

If it appears that a contraction m trade and investment is in pros- 
pect, the government expects to stimulate new pnvate building and 
purchase of productive equipment by pointing out that it is to the 
advantage of investors to do their buying when prices are sagging 
and labor is abundant. This is an old idea, first promulgated by 
President Hoover m the United States early m the great depression. 
It IS, however, contrary to the habit of most businessmen and, in 
spite of its apparent advantages, is difficult to effectuate. When 
people are worried about business prospects, they are not usually in 
a mood to expand their commitments Rather they wish to safe- 
guard their enterprises by remaining as liquid as possible and keep- 
ing on hand a large amount of ready cash. Credit is often tight at 
such times, and money-market conditions may not be favorable for 
the flotation of new security issues. Even if money is available and 
the necessary policy is approved, purchasers of new building or 
equipment may wish to wait until prices have reached the bottom 
rather than buying on the down grade It is particularly difficult to 
induce businessmen to increase current output on a falling market, 
for this may result m loading them up with stocks that will depre- 
ciate before they can be sold It may be easy to prove that if every- 
body would follow a polipy of expanding operations under such 
circumstances, all would benefit, but it is extremely difficult to 
convince any given individual that others will do so. Something 
more powerful than argument would seem to be necessary 

The other chief instrument of stabilization outlined in the White 
Paper is the familiar project of varying the amount spent for public 
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works to compensate for the fluctuations in private business It is 
proposed that, when business is active, public expenditure should be 
decreased and projects for governmental construction should be 
held back until unemployment appears This has almost never been 
done in the past, and it would be exceedingly diflEcult to accomplish, 
especially in circumstances such as those of postwar Britain When 
business is active, there is a real need for expanded public construc- 
tion. It is not likely that the British people would consent to go 
without housing and other urgent necessities m order to provide an 
advance program of public works against some hypothetical depres- 
sion, Also, it IS difEcult to stop long-term construction projects in 
mid-course 

Even if the construction industry could be expanded and con- 
tracted at will m order to smooth out the fluctuations of other eco- 
nomic activities, this would not provide the necessary stabilization of 
employment. As Bevendge points out, you could scarcely expect 
masons or carpenters, when thrown out of work by a restriction of 
building, to find jobs making clothing or automobiles, nor could 
you expect factory workers to acquire suddenly the skill of building 
mechanics dunng a trade depression In any progressive economy 
there must always be some people changing jobs and learning new 
skills, but it is wise to ask them to do this only when a relatively long 
period of employment is in prospect, and not to compensate for the 
swings m the trade cycle. 

In the United States it has been suggested that a better objective 
would be to stabilize the construction industry itself This alone 
would be a diflScult task. Unless the private sector of the industry 
couM be much better planned than in the past, this endeavor would 
encounter the same objections to the variation of public expenditure 
on construction. In a previous chapter we have examined Sir Wil- 
liam Bevendge's program, which aims not at compensating for the 
booHB and depressions of pnvate enterprise, but rather at eliminat- 
ing them by advance planning administered through a number of 
new governmental activities. There is little sign that British business 
would favor such drastic changes as he proposes. Socialists in the 
Labour Party are not satisfied that even the Bevendge program^ 
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would be sufEcient. They believe that before the end can be at- 
tained, it will be necessary to nationalize all the industries which 
form the backbone of the economy so that long-term public policy 
may be really effectuated. 

All these are theoretical considerations which may have little 
meaning in the actual circumstances likely to confront Great Brit- 
ain for some years after the war. Individual purchasers will be eager 
to buy everything that can be made for their consumption. Govern- 
mental reconstruction will necessarily involve large expenditures sus- 
tained over a long period, and export demands for relief and repair 
will be urgent. For a transitional period of perhaps five or six years, 
full employment will be the natural result, entirely aside from any 
intricate plan to assure it. Indeed, there is likely to develop a short- 
age of manpower The considerations which we have been examin- 
ing will probably apply only when the transitional years draw to a 
close One concrete danger to be anticipated at that time has been 
pointed out by The (London) Economist, What will happen to the 
construction industry when the rebuilding of Britain has been com- 
pleted and the large housing program begins to taper off? The Econ- 
omist argues that, in order to avoid a slump at this juncture, it would 
be well not to proceed too rapidly with too ambitious a building 
program. It would require a good deal of optimism about the fore- 
sight of the British people, however, to suppose that in response to 
such counsels of caution they will not demand all the new houses 
they possibly can get in the shortest possible time. 

Theoretically, there is no necessity for the disaster which The 
Economist foresees actually to happen. If the time ever comes when 
Britain no longer needs a large volume of new building, the Con- 
struction workers can be employed making something else that is 
wanted. If, finally, the people really want no more of anything that 
can be turned out by productive labor, they can enjoy an unprece- 
dented amount of leisure, recreation, and artistic pursuits. Such a 
Utopia, however, could scarcely be maintained without quite a dif- 
ferent economic organization from any to which we are accustomed. 

Whatever the inadequacy of any specific set of measures proposed 
for achieving full employment, it must be remembered that the 
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political background of the discussion in Britain is quite dijfferent 
from that in the United States. Americans who object to measures 
advocated for the purpose in view are likely to do so in order to 
strengthen the doubt that full employment can be achieved and to 
prove that the effort to achieve it is not a suitable *guide for govern- 
mental policy. In Britain history has precluded this sort of conten- 
tion. The discussion concerns rather which party or group in the 
community can be trusted to seek the aim and which sort of method 
had best be applied. The aim itself has been accepted. 

If the arguments of those who most severely criticize the war-time 
White Paper are valid, what they prove is not that full employ- 
ment is impossible, but father that it cannot be attained without a 
large measure of socialization or, at least, of more governmental in- 
tervention than the Conservatives are willing to favor For the Con- 
servatives to argue that full employment is incompatible with private 
enterprise would be to confer a political advantage on their oppo- 
nents, who are striving to prove precisely this point. Tt would be 
difficult for any political leader m Britain to convince a majority by 
contending that private enterpnse is so desirable in itself that the 
risk of depression and mass unemployment must be incurred m 
order to preserve it Those who have suffered from unemployment 
in the past and may be subject to it in the future are not long likely 
to remain convinced that freedom for the seeker after profits is iden 
tical with freedom for the worker, if the latter is not to have the 
opportunity to earn a living. 

As a consequence, it is obvious to nearly all that if those who sup- 
port a private enterpnse economy retain any power, they can use 
it only on condition that they can devise and apply means of prevent- 
ing unemployment. If m the long run they are unable to do so, polit- 
ical power will probably pass into the hands of those who believe 
it necessary to restnct private enterpnse or even to abolish it alto- 
gether. Stubborn and opinionated though Bntish Conservatives 
often are, they have also shown a genius for compromise by the ac- 
ceptance of new social institutions in order to avoid more drastic 
conflicts. What is likely to happen, therefore, is that a real effort 
will be made to stabilize, employment, no matter what party is in 
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power, and that whatever proves to be necessary will ultimately be 
done. 

The danger that full employment may not be achieved seems to be 
negligible m the short run, and even m the long run the interplay of 
political forces is of a kind which is likely to minimize it. There is, 
however, another 'danger, acknowledged by most of the theoretical 
proponents of full-employment policies This is that a condition of 
full employment, once attained, might not be perpetuated because 
it would by its very nature generate economic forces which would 
undermine economic stability. It is feared that such a condition 
would favor inflation and uncontrollable increase of prices, which 
would eventually lead to a collapse In Britain inflation would be 
particularly disastrous, especially if it were not simultaneously expe- 
rienced by the rest of the world, because it would dimmish British 
exports This in itself would cause unemployment. 

Those who apply traditional economic doctrines to public finance 
expect inflation to follow large spending by the government, espe- 
cially if this spending is based upon governmental borrowing They 
assume that this is the method which supporters of the Keynes the- 
ory expect to utilize, and many of them believe that the advocates of 
a full-employment policy themselves desire mflation and expect to 
produce it by such deficit financing It is now, however, fairly well 
established both in theory and in practice that governmental spend- 
ing of bprrowed funds does not necessarily and m all circumstances 
produce mflation, if by mflation is understood a rising spiral of prices 
and the accompanying speculative activities which eventually lead 
to a collapse Deficit spending is advocated, to be sure, as a means of 
enlarging the amount of purchasing power in circulation It may not 
actually do so if it is accompanied by a shrinkage of activity m the 
private sector of the economy. In that case its purpose is defeated. 
But even if it is successful, generally rising pnces will not result 
unless the economy to which it is^ applied is already producing at or 
near capacity. In that case, something like full employment will 
already exist, and deficit spending would not be employed to achieve 
it. The real purpose of enlarging total expenditure is not to increase 
prices but to increase production and consumption. A governmental 
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fiscal policy adopted to maintain full employment should not of it- 
self be inflationary It is simply counterdeflationary. 

The real danger of price increases under full employment is of a 
rather different sort At a time when almost all workers can obtain 
]obs and when employers are kept busy trying to fill orders, it is easy 
both for trade unions to exert their bargaining power to obtain 
higher wages and for business concerns to jack up their prices But if 
productive capacity is already being fully utilized, genuine gams 
registered by one group of workers or one industry can only be at the 
expense of others. Higher real wages or profits can be made only 
when productivity is increased. Of course, wage earners may gam a 
somewhat larger share of the national income at the expense of 
profits, but this opportunity is strictly limited unless total produc- 
tion can be enlarged. 

During the war, both the British and the American economies 
experienced the danger arising from this source. It was curbed partly 
by heavy taxation, partly by campaigns for popular subscnption to 
war bonds, and partly by strict price and wage controls Many doubt 
whether similar measures would be politically feasible if the pa- 
triotic stimuli were absent Of course, the danger would be less acute 
in a peacetime full-employment economy, because the government 
would not be utilizing such a large proportion of the nation's pro- 
ductive capacity for products to be destroyed on the battle fields — 
in other words, for goods that are never offered for sale. Nevertheless, 
some means of preventing excessive wage demands and pnce in- 
creases would have to be devised if an unwholesome rise in the pnce 
level were to be avoided. 

It may be argued that the real danger in such a development 
would not be that of a general and widespread rise in pnces and 
wages, but rather that of increases in the sectors holding the more 
advantageous bargaining positions, at the expense of less fortunate 
members of the community. Obviously, if capacity production had 
already been achieved and an intelligent fiscal and banking policy 
were being applied, neither the government nor the banks would go 
on increasing the total amount of purchasing power. Thus there 
could be no expansion of demand as a whole in relation to supply as 
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a whole, and general inflation could not occur. What would happen 
instead would be that the strongest unions and the more favorably 
situated businesses would enhance their rewards at the expense of 
those who found it more difficult to increase their incomes and yet 
were being obliged to pay higher prices for what they bought Those 
who would suffer would be persons living on pensions and other 
kinds of fixed income, civil servants, and employees in more highly 
competitive industries. Eventually, the more powerful groups might 
''price themselves out of the market” so that unemployment would 
increase In such circumstances, the standard remedy of expanding 
the total of purchasing power would be inappropriate. In any case, 
the outcome would be just as undesirable as inflation itself. 

As far as wages are concerned, one possible remedy would be the 
application of wage ceilings enforced by government. This remedy, 
however, could scarcely be applied without the consent and the 
cooperation of the labor movement, except in a political dictator- 
ship which was ready to suppress the unions. Labor’s consent to 
wage ceilings can be obtained during war, as has been proved in 
both Britain and the United States, although the unions may differ 
from other interests as to where the ceilings should be set. In time of 
peace, this consent would be far more difficult to elicit, especially if 
private enterprise persisted and the employers were making profits. 
f Beveridge suggests that the unions could be induced to accept, as an 
accompaniment of full employment, universal arbitration of their 
wage disputes, on condition that the employers were required to 
adopt standard accounting procedures and make full disclosures of 
their profits to the arbitrators. In these circumstances, arbitrators 
could justify to the wage earners any refusal of demands which 
could not be met out of existing profits, and which would neces- 
sitate increase in the prices of the product. It is not out of the ques- 
tion that some such system would be acceptable to labor, and that it 
would serve the purpose, provided tr^e union discipline were 
strong enough to check unruly and self-seeking factions. 

Pnce regulation would also follow as a matter of course. Theoret- 
ically, it need not be applied in the more highly competitive in- 
"dustries. But it certainly would be required in industries controlled 
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by monopolies or characterized by monopolistic practices Beveridge 
makes the point that whether we have full employment or not, 
something must be done, and undoubtedly will be done, either to 
break up monopolies or to control them in the public interest. Full 
employment would not create this problem, but would simply ren- 
der its solution more urgent. It also may be true, as he says, that once 
a large market were assured and the risk of depression were mini- 
mized, business would have much less motive to resort to restric- 
tions of output For such restrictions are often adopted as a protec- 
tion of financial security in the face of insufficient demand rather 
than as a means of gaining scarcity profits Certainly it would be 
easier to convince producers that they stood to gam from large pro- 
duction and low prices if they could be sure of steady and expanding 
purchasing power for their products. 

Pessimists believe that human habits cannot be changed, and 
hence are skeptical of new institutions which would not operate well 
if men and women behaved under them as they have done under old 
institutions It is indeed wishful thinking to suppose that people 
will suddenly begin universally to obey the Golden Rule. Neverthe- 
less, it is quite unscientific to suppose that ways of thinking and act- 
ing have no relationship to the cultural environment in which men 
exist. The bargaining habits of trade unions and the restrictions of 
output by both labor and management are natural responses to an 
economic environment in which there is little security, which is 
subject to long periods of* misfortune, and in which the means of 
life do not expand rapidly enough to offer reasonable assurance of 
the satisfaction of ordinary wants These habits would doubtless 
tend to persist for awhile if the environment were changed, but 
there is no reason to suppose that more suitable modes of behavior 
would not in the end arise from a different type of experience. 

Any thinking person can see that it would not be for the self- 
interest of any organization of labor or group of employers either to 
induce inflation or to incur the wrath of the community as a whole 
by exploitation of its power It would not be necessary, in a full- 
employment economy, to inculcate either a passive submission or a 
saintlike self-abnegation in order that the system might operate 
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With reasonable satisfaction. It would merely be necessary to bring 
about teamwork under a new set of rules This would not be easy, 
but it certainly would not be beyond the bounds of possibility. 

We have not, however, exhausted the list of possible dangers to a 
full-employment economy There is another which is more subtle 
and is less well understood by economists themselves, but which may 
lead to unexpected trouble It is suggested by what happened in the 
American economy between 1922 and 1929 On the surface, it 
looked as if this economy were in a faiily stable condition of equilib- 
rium and would remain prosperous without serious interruption. It 
certainly was expanding. There was no apparent disparity between 
savings and investment Demand was active, and inflation of any 
ordinary sort was absent Prices m general were steady while produc- 
tion and consumption increased There was a moderate amount of 
unemployment, but this did not seem to offer great danger to the 
future, and it might have been obviated if the government had se- 
riously tried to do so Yet subsequent experience seems to prove that 
internal flaws were all the while developing A distortion of one 
kind became exceedingly obvious when wild speculation developed 
in the capital markets, but this was probably not the only or even 
the mam cause of the subsequent depression 

Without any detailed analysis of what happened during the 
twenties, it is possible to infer that distortions were developing in 
the fabric of prices, wages, costs, and profits, which would not have 
occurred if the delicate and prompt adjustments postulated by the 
equilibrium theory of classical economics had been at work. Our 
economic institutions had become so rigid and immobile as to pre- 
vent the necessary adjustments If this was the case during the period 
m question, would not a similar concealed imbalance be all the 
more likely to develop m an economy characterized by full employ- 
ment, deliberately maintained? And if such an economy began to go 
downhill, would not an attempt to shore it up by the prop of 
purchasing power, arbitrarily introduced by the government, merely 
aggravate its internal maladjustments and postpone the day of 
reckoning? 

Some economists have contended that depressions are necessary 
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in order to bring about readjustments m the fabnc of prices and 
costs which will permit new expansion of production under the 
impetus of '^aturaF' forces of demand and supply- During a period 
of prosperity, they argue, distortions develop which eventually 
necessitate a reduction of output and employment If then depres- 
sion is not allowed to do its work, the economy cannot get under 
way again. Measures to stabilize specific prices or to prevent liquida- 
tion of capital structures or even to mitigate the effects of unem- 
ployment are therefore obstacles to enduring recovery. It is quite 
conceivable that these economists may be correct, given the assump- 
tion that the economy is to be left in the main to the equilibrating 
forces of a free market Nevertheless the recent experience of depres- 
sion indicates that human beings will not allow deflation to proceed 
to its logical end The amount of msecunty and suffering involved 
forces democratic governments to intervene Those m a position 
effectually to demand relief or protection will get it. 

But if maladjustments cannot be corrected by ''natural forces,” it 
does not follow that they do not need correction A policy which 
stops at creating more purchasing power in the aggregate will not 
necessarily compensate for the rigidities of prices and costs and the 
immobilities of capital and labor which develop within a modern 
system of private enterprise. Some device, or system of devices, must 
also be applied which will do for the integration of the economy 
what market forces have failed to do, if a socially desirable alloca- 
tion of labor and capital is to be approximated Otherwise we shall 
be in the position of applying forced draft to drive an engine that 
has worn-out bearings and leaky valves. 

In that case governmental spending to increase employment, 
whether supported by borrowing or by taxation, might fail to 
stimulate private enterprise, it might on the contrary aggravate the 
obstacles in the way of further activity. It can cogently be* argued 
that there would be no great danger in an increased national debt as 
long as the total national income increased proportionately, but the 
argument would not hold if business spending should shrink more 
rapidly than governmental spending expanded. If it did so, govern- 
ment would have to take over a larger and larger share of economic 
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activity in order to minimize unemployment. In the end it would 
still be faced with the problem of adjusting prices, costs, and pro- 
duction within the economy m such a way as to satisfy needs m the 
order of their urgency. 

Again the answer may be made, as in the case of monopoly, that 
the solution of this problem is no less pressing even if the type of 
full-employment policy advocated m Britain is not attempted. It 
will arise in any case. Any future depression as severe as that of the 
thirties IS sure to bring about state intervention of some kind, and 
this intervention may be of a nature far more drastic than that 
which supporters of the Keynes theories now advocate. If the argu- 
ment m question indicates the inadequacy of a compensatory fiscal 
policy, it does not prove that the absence of this policy is any better. 
Rather it proves that something more would be desirable. It does, 
however, suggest that those in Bntain who are confident that the 
correct means of preventing unemployment are already known and 
need only to be applied have less reason for their confidence than 
they believe. 

The practical choice confronting both Britain and the United 
States IS not that between a completely ""free” and self-compensat- 
ing economic order and one which is controlled in the interest of 
maintaining full employment. The order we have-is not wholly free 
and is not self-compensating. Nor does there seem to be much 
chance of rendering it so. One mstrumenf after another has been 
adopted to control its working in one aspect or another, or to com- 
pensate for its failures. If these agencies were to be destroyed, the 
need for them would not disappear. Nor is tliere much likelihood 
that they will be abolished. We shall simply have to accept the 
patent fact that the system is not self-regulating and is likely to be- 
come less rather than more so. The real choice open to us concerns 
the nature of the controls and compensations which ought to be 
tried. 

At the present stage of knowledge, it is impossible either for 
Americans to be sure that they can avoid another depression or for 
the Bntish to be confident that they can do so, barring interference 
from us. But that does not mean that there may not be a real dif- 
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ference in the policies of the two nations or that the British have no 
]ust grounds for their apprehension They, both ofHcially and as a 
people, recognize the existence of a problem and are prepared 
seriously to attempt to solve it. They have set their goals and are 
ready to proceed. Many in the United States talk and write as if 
there were no problem, unless those who are trying to solve it are 
themselves the problem, American conservatives seem to assume 
that existing institutions have worked satisfactorily in the past and 
will continue to do so if only we refrain from altering them. The 
Bntish are entirely justified in feanng the consequences of this at- 
titude. It is certain that we shall have a depression if we begin by 
supposing that it is necessary to do nothing to avoid one except to 
do nothing The British may also have an internally generated de- 
pression, but they are not so likely to have one, and are much less 
likely to have a severe one, because they are willing to accept the 
risks of a full-employment policy. The two nations would certainly 
do much better if they would accept these nsks jointly than if one of 
them set off in the other direction. 



ONE WORLD OR TWO? 


In conducting the war and devising the political machinery of 
world security, the custom is to speak of the Big Three, the Big 
Four, or the Big Five powers. These terms are justified in terms of 
manpower, strategic position, or military potential. When it comes 
to economic importance in world trade, however, there are only a 
Big Two. The United States and the United Kingdom are so far 
ahead of the others in exporting and importing capacity that what 
they do will determine the course of the world economy for years to 
come. Germany and Japan once rivaled them, but the productive 
power of both has been ruined, and will be re-created only m the way 
and to the extent permitted by controls m which Britishers and 
Americans will be influential. 

China has great undeveloped resources, but will for a long time be 
almost negligible as an exporter and cannot finance her own im- 
ports. France, even before the war, was only m the second rank as a 
commercial nation and will have little ability after it to determine 
the international trading and financial policies of others She would 
be unable to reverse any tendency established by the United States 
and Britain in unison If they diverge, she will probably be found in 
thoeamp of one or the other. 

The Russian economy is the only one which now approaches 
either the British or the American in industrial capacity. In the 
future it may very well outdistance them both. Nevertheless, the 
Soviet Union aims to be as largely self-contained as possible, and 
normally has a minor necessity either for imports or for the exports 
necessary to pay for them Her reconstruction requirements will be 
large, but she has only a moderate capacity to buy them except by 
means of credits which must be extended, if they are extended at all, 
by Britain or America. Her economic policy is such that she prob- 
ably never will have an over-all export surplus in the sense m which 
the United States has had one for many years. Russia contains no 
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profit-seeking private interests which wish to grow by exploiting 
foreign tnarkets. Nor is she likely to have large export surpluses of 
particular commodities for some time to come. Her object is to use 
her whole productive power to increase military security and 
domestic living levels On the other hand, her resources are so great 
and varied that, unlike Britain, she is not likely to become per- 
manently dependent on large imports of food and raw materials 
which cannot be obtained within her borders. 

If the United States and Britain follow harmonious economic 
policies, therefore, they will for a long period constitute a center of 
gravity about which the orbits of all other nations must swing The 
economic fortunes of the world will be largely determined by the 
degree of prosperity which the two great trading nations are able to 
achieve and maintain The outcome will exert political and military 
as well as economic influence on the future Wise and beneficent 
leadership on the part of the Big Two can promote good will and 
provide a volume of increasing satisfactions which will minimize the 
chance of war or civil violence Cultural advance of all the nations 
will have its opportunity, and better institutions may develop If, on 
the other hand, the Big Two incur economic disaster, new divisions 
will be promoted. They may in that case cease to be the Big Two, 
and must surrender their leadership to others, perhaps to Russia 
The interests of these two nations require, not only that they act in 
harmony, but that their action be successful m promoting general 
economic welfare. 

At the moment it is far from certain, however, that they will even 
have mutually harmonious economic policies. This book constitutes 
an effort to explain why this is so, and upon what factors the out- 
come depends. To summarize briefly Britain, with her compre- 
hensive program for domestic reconstruction and her decreased 
means of buying the imports which are necessary to her subsistence, 
must expand her exports of goods by half or more. She is not willing 
to take any unnecessary chances on the ability to do so. The United 
States is pressing for greater freedom of international trade, with 
removal of tariffs and other barriers, and for multilateral commerce 
on the basis of competitive private enterprise. Britain would prob- 
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ably be willing to agree to this program if she could be sure of two 
things First, she wants to be certain that the United States will not 
engage in unfair competition for exports, by subsidies or other 
means of selling more than it buys Second, she wants to feel con- 
fidence that the United States will not ruin her export markets by 
experiencing an economic collapse which will impovensh Britain’s 
foreign customers. If the United States evinces a tendency to do 
either or both of these things, Britain will be compelled to try to 
safeguard her purchasing power and her export markets by barter 
agreements, exchange control, tariff and quota systems, and other 
devices which will tend to insulate the members of her system from 
the American economy. 

The choice Britain makes will depend not on the persuasion of 
words so much as on the compulsion of events. Opinion within the 
nation extends all the way from doctrinaire adherents of free trade 
and laissez faire to those who believe in planned international 
trade conducted by governmental buying and selling, no matter 
what the policy of other countries. But the debate is not carried on 
in a vacuum. The decision is not a matter of aesthetic or logical 
choice. Let us suppose that, because of the recognized desirability 
of remaining fnendly with the United States, Britain consents to 
work toward multilateral trade without discrimination. Then let us 
suppose that, because of insufficient imports by the United States, 
world trade falls off, Britain cannot export enough to buy what she 
needs, the exchange value of the pound is endangered, and she suf- 
fers severe unemployment. No matter what theories are held, public 
pressure will compel the adoption of measures for protection Those 
who have advocated such measures will rise to seats of power, if 
they do not already occupy them. It must be remembered that, even 
though Bretton Woods is ratified, any nation can withdraw from 
the International Monetary Fund at any time, p long as that nation 
fulfills its financial obligations. 

Those Englishmen who argue that cooperation with the United 
States IS essential and hence that a restoration of uncontrolled trade 
should be attempted would be m a very weak position if this course 
seemed to involve relinquishment of full employment and danger 
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to the national economic life There are m Britain, as in the United 
States, powerful interests which want protection for the sake of their 
profits. They are influential in one of the two leading political 
parties — the Conservatives, who originally installed the system of 
Imperial Preference. The other of the two chief parties — the Labour 
Party — ^has a firm commitment to full employment and the other 
social reforms It does not, on theoretical grounds, believe in free 
private enterprise anyway, it wants a partial socialism at home and 
would have no reluctance to install planning of international trade 
as well if there seemed to be good reason for doing so Even many of 
those theorists who want to try to restore multilateral free trade, be- 
cause they believe it would work better under favorable circum- 
stances, would not prefer it to an insulated economic system if close 
economic cooperation with the United States involved sharing an 
American depression. Insofar as there is a practical choice, there- 
fore, it seems to rest not with Britain so much as with the United 
States. We may be able to restore a free world trading system with 
Britain's help if we maintain full employment at home as well But 
we can hardly reach the first objective without attaining the second. 

A split between the two countries in economic policy, involving 
as it would both domestic and international measures^ would extend 
through the world. Those nations which are turning to full em- 
ployment and planning in their iiomestic affairs would naturally be 
in the British orbit. The system would include the Bntish Empire 
and dependencies, all the Commonwealths with the possible excep- 
tion of Canada, all or most of the nations of Western Europe. 
Special trade agreements would link with this system Argentina 
and perhaps other nations from which it would wish to buy m large 
quantities and to which it could sell manufactured goods in ex- 
change. Russia would continue to play an independent economic 
role, buying what she wished wherever she could arrange barter or 
credits. But she is committed to state trading, and would not sup- 
port the preference of the United States for multilateral, uncon- 
trolled commerce. The United States, together with the Latin 
American states more closely dependent on her, and perhaps 
Canada, would suffer an enforced economic isolation. 
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Such a division of the world into two trading areas could not fail 
to have grave consequences outside the economic realm The 
United States, with its enormous productive capacity, would find 
difficulty in remaining prosperous without selling to, and buying 
from, the rest of the world many more goods than m the past. In- 
deed, the very occasion for British insulation would be the existence 
of a depression in the United States, or at least the imminence of 
one. In these circumstances, Americans would be likely to resent 
fiercely the restnctions placed m the way of their commerce by the 
barriers erected about the British trading area. Unemployment, 
business distress, and agricultural depression would not be at- 
tributed to domestic causes, but rather to the deliberate action of 
our great trade rivals These rivals, m turn, could not avoid at least 
some of the unpleasant consequences of an American depression. 
Their troubles would be ascribed by their leaders to influences 
emanating from this country, and the effort to live without us and 
exclude our trade from other markets would be redoubled Trade 
rivalry always is embittered when there is a slump, as we saw before 
the war, and the bitterness would be intensified if Britain stood on 
one side of the fence and the United States on the other. 

One important respect in which economic insecurity affects 
politics IS that of imperial and colonial policy. It has long been clear 
that the struggle for colonial empires has been a cause of trouble, 
both for the colonial peoples and the imperial powers themselves. 
Liberals have favored the granting of independence or self-govern- 
ment to colonies and the removal of exclusive economic restrictions 
on their trade and development. Yet after this war none of the great 
colonial empires seems ready to pursue this course The British, the 
French, the Dutch, and the Belgians have made it clear that they 
intend to retain their empires and reject any international trustee- 
ship over them 

The reason is partly a desire for military security and national 
power, gravely threatened by the Axis nations m the war. Fully as 
much, however, it is an expression of the need to hold together as 
large an area as possible over whfch uniform economic policies may 
be established. The Bntish Empire is the foundation both of the 
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Imperial Preference tariffs and of the sterling area, established for 
monetary stability and later employed for exchange control 
America is saying to Britain, in effect, ''Surrender your use of the 
Empire for these purposes Give us and all others equal opportuni- 
ties to trade and invest within your world-wide realm, on a free 
competitive basis '' Naturally, Britain hesitates to consent without 
confidence that the outcome will be advantageous to her Economic 
divergence between the two nations would be sure to rivet the bands 
about the British Empire 

Even representatives of British labor, who formerly advocated a 
liberal colonial policy, are now asking themselves why they should 
abandon India and other regions to capitalist exploitation of the 
American sort when, if they held power, they could improve the 
condition of the impoverished masses by the same sort of Socialist 
planning which they hope to apply in Britain Equal opportunity 
for profit-seeking trade and investment is not on their agenda at 
home, why should it be abroad? It would be of no advantage to the 
Indians, the Burmese, or other dependent peoples, they are inclined 
to reason, to exchange the exploitative imperialism of the past for 
the anarchic confusion of a capitalist economy subject to depression 
and unemployment Is there not a third, and better, course — ^a 
course which would necessitate a world-wide realm deliberately con- 
trolled m the interest of nsmg standards of living and full employ- 
ment? 

If there were a divergence in economic policy between Great 
Britain and the United States, for which each nation would be in- 
clined to blame the other and which might be accompanied by un- 
employment or low standards of living in each, the argument would 
not be confined to cool analysis of economic theories The 
ideological basis for a much more disturbing conflict exists. Amen- 
can spokesmen would attribute the ills of the world to "unsound'' 
and "radical" policies m other countries, indeed, these countries 
would probably be accused of totalitarianism, since many Ameri- 
cans already have been led to believe that it is impossible to practice 
planning without losing freedom Englishmen and Europeans m 
turn would attack the outdated fiscal policies of the United States, 
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its adherence to a system of private interest which cursed the world 
with poverty and unemployment, its encouragement of '‘predatory 
capitalists'' seeking to exploit backward regions, its attempt to en- 
force on other nations changes m their internal regimes in the 
interest of the almighty dollar. 

In such an event, the world might drift toward an armed clash, 
which could be set off by the peculiarly explosive mixture of conflict 
of economic interest, insecurity, material misery, intolerance of the 
theoretical systems and the practices of others, the projection of 
blame on these others for internal misfortune Common sense 
might prevent so disastrous an outcome, and yet the rift between 
the two great Western peoples would offer an opportunity to other 
nations which might seek to advance their own power at the expense 
of disturbing the peace Even without any active hostility between 
Britain and the United States, lack of full cooperation between 
them opened the road to the rise of Nazism before the Second 
World War. Division of their interests would allow the playing of 
one against the other m any new effort to exploit a balance of power. 
By this means even a resurgent and revengeful Germany or Japan 
might escape the checks necessary to prevent rearmament and a new 
try for world dominion. 

British advocates of a policy of economic insulation of course 
wish to invite no such disagreeable consequences. They dismiss 
lugubrious predictions of this sort as mere nightmares. A trading 
area pursuing a full-employment policy would be capable, they be- 
lieve, of bargaining with the United States as it would bargain with 
others outside its boundaries, by the application of balanced bene- 
fits The United States already trades with Russia, although the 
latter exercises complete governmental monopoly in buying and 
selling. Could not the nations comprising the bloc centered on 
Britain say to a depressed Amenca: “We will buy what we need from 
yon if you will buy an equivalent value from us^" And would not such 
a bargain prove to be acceptable, if the same amount of exports 
could be obtained by the United States m no other way? By such 
means the British policy would be proved to be a method of expand- 
ing production and consumption, rather than one of restricting it. 
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The United States might even be persuaded, in its extremity, to 
adopt a full-employment program and harmonize its fiscal and 
monetary program with that of the British trading area. In that case 
the world could be unified again on a basis of economic expansion. 

This might be the outcome, and yet in the meantime valuable 
assets, both tangible and intangible, would be lost. It is not a chance 
which Americans, from their own point of view, should be eager to 
take If eventually they are to be compelled to follow the line which 
the British now advocate, why not set out upon it at once without 
waiting for the depression and the international friction which are, 
according to this argument, expected to bring Anglo-American har- 
mony? If we begin by seeking full employment in company with the 
Bntish, they are not so likely to embark on the project of creating a 
separate trading area of their own If both nations succeed in main- 
taining full employment, it may never be necessary to abandon the 
multilateral free trade which the government of the United States 
now favors. In any event, such controls of international trade as it 
may become necessary to introduce can be truly international insti- 
tutions, in which the United States can participate from the begin- 
ning Any desirable control of output, allotment of production and 
sales and regulation of prices in such commodities as wheat or 
rubber, could be established on a world-wide basis and could regard 
the interests of consumers as well as those of producers. 

It is a sound policy on the part of the United States to advocate 
the abolition of the prewar crazy quilt of restrictions on world trade, 
to object to discriminatory practices, and to insist that the object 
must be expansion rather than restnction of production. Tins aim, 
however, is not necessarily identical with complete governmental 
nonintervention in private business activities Trade controls may 
be expansionist instead of restnctionist if they bring about enlarge- 
ment of production and reduction of prices They may be nondis- 
criminatory if they are adjusted to the balanced interests of all con- 
cerned, instead of being 'adopted m the interest of a particular 
nation or pair of nations They may endeavor to balance interna- 
tional payments, thus creating the fundamental conditions of 
stability m exchange rates, by enlarging the imports of the countries 
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having a surplus in their payments rather than by restricting the 
imports of those having a deficit The realm of truly international 
economic planning is a new and untried one, except for a few inter- 
national commodity agreements Much remains to be learned about 
it. The present purpose is merely to point out that nineteenth- 
century free trade is not the only possible alternative to the maze of 
protective devices adopted before the war as defenses against de- 
pression. If international planning is to be the outcome, it will surely 
be better to approach it on a global basis rather than as a result of 
bitter competition between two or more rival trading areas 
The logic of the argument presented in this book leads to one 
obvious conclusion It is that the cornerstone of the Anglo-American 
cooperation which is regarded as essential must be the adoption by 
both countries of a policy aimed at maintaining full employment 
within each. In one sense this is a matter for domestic decision 
within each of the nations, and yet upon it depends the gravest of 
international consequences If both pursue parallel aims in this 
respect, they can agree without much difficulty upon fiscal and 
monetary policies, international trade policies, exchange stabiliza- 
tion, international investment, control of cartels and monopolies, 
and all other possible subjects of controversy. It would, indeed, be a 
great advantage if Britain and the United States would express m a 
formal agreement their mutual interest in full employment and 
their belief that all other policies ought to be assessed m the light of 
this ambition. It might even be wise to set up a joint advisory com- 
mission to help coordinate action in pursuit of the objective 
It must be admitted that a commitment of this sort would be dar- 
ing and adventurous. All the means necessary to fulfill it cannot 
now be foreseen But it would be no more daring than the alliance 
committed to war against national enemies of the two great powers. 
We could not be sure when we joined our forces to seek the defeat 
of Germany and Japan that we should succeed. We could not fore- 
see every strategic plan or guard securely against all the chances and 
fortunes of war We took the nsk because there was unquestioning 
agreement about the dangerous character of the enemy and the dis- 
aster that would follow his victory. We proceeded to organize and 
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plan for the purpose of winning, even though we knew it might be 
necessary to change our arrangements as the war developed and 
even though we could not predict every move of the enemy. Mass 
unemployment is no less dangerous a menace to the happiness and 
peace of the world than armed conquest. The fact that we are not, 
at the beginning, entirely certain that it can be subdued and that we 
cannot predict exactly the course of the campaign against it should 
be a spur to our resolution and our ingenuity rather than the con- 
trary. 

It would be ignominious indeed if the United States, after stand 
mg aside and watching Britain skirt the edges of defeat at the hands 
of Hitler before we joined our forces with hers against the common 
enemy, should now stand aside in peace and passively watch Britain 
struggle to exterminate unemployment when it is clear both that 
she will have great difEculty in doing so without our aid, and that if 
we join her in the endeavor we shall be serving our own necessities 
as well as hers. Not only that, but we shall be benefiting the whole 
world. 
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